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National Security (Economic Organization) Regulations 


SHARE TRANSACTIONS 
Regulation 7 of the National Security (Economic Organization) Regula- 
tions has been drastically amended by Statutory Rules, 1944, No. 99, notified 
in the Commonwealth Gazette on June 30, 1944. As a result of the amend- 
ment, the Commonwealth Treasurer’s prior consent in writing is now required 
in respect of the following transactions: 

(1) The sale of any unlisted shares or unlisted stock where, as the result 
of the sale, the purchaser will have acquired, since June 15, 1944, the 
beneficial ownership of shares or stock, or of any class of shares or 
stock, in any company exceeding in nominal value 25% of the nominal 
value of the shares or stock issued by that company, or of that class 
of shares or stock so issued, as the case may be; 

The sale by any person of any shares or stock officially listed by any 
recognized Stock Exchange in Australia, where the shares or stock 
have been registered in the name of that person for not less than 
five months and the sale is not made through a member of any such 
Stock Exchange ; 

(N.B.—If such shares were held for less than five months, the 
Treasurer’s consent is required, whether or not the shares are sold 
through a member of a Stock Exchange.) 

The sale, by a personal representative of a deceased person, by a 
trustee of the estate of a deceased person or by a trustee in bank+ 
ruptcy, in his capacity as such, or by a mortgagee or sub-mortgagee 
in exercise of a power of sale, of any shares or stock officially listed 
by a recognized Stock Exchange in Australia, where the sale is not 
made through a member of any such Stock Exchange; 

(4) The sale by any person of any debentures of which that person has 
been the beneficial owner for less than six months. 

New Regulation 7 (3) and (3A) now provide as follows: 

“(3) Upon submission to a company of a transfer of any shares, stock or 
debentures the company shall not register the transfer unless— 
(a) the Treasurer has consented to the transaction to which the 
transfer relates: 
(b) the company is satisfied that the transaction is not in contra- 
vention of any of the provisions of these Regulations; or 
(c) in the case of shares or stock which are officially listed by a 
recognized Stock Exchange in Australia and have been registered 
in the name of the transferor for not less than five months, the 
transfer bears the stamp of a member of any such Stock Exchange. 
“(3A) In any case where, by reason of the provisions of the last preceding 
sub-regulation, a company is required not to register a transfer of 
any shares, stock or debentures submitted to the company for registra- 
tion, the company shall forthwith report the facts to the Treasurer.” 











War-time Responsibilities of Business Executives 
By C. L. S. Hewitt, B.coM., A.I.C.A., A.C.A.A. 


National Security (Disposal of Commonwealth Property) Regulations 


These regulations provide for a Commonwealth Disposals Commission 
consisting of a Chairman, a General Manager, a Representative of the Depart- 
ment of the Treasury, the Secretary and Executive Member and one other 
Member. The functions of tha Commission are to dispose of, or arrange for 
the disposal of all property of the Commonwealth, acquired for use in con- 
nection with the defence of the Commonwealth and which is no longer 
required. 

The Commission is given such powers as are necessary for the exercise 
of its functions and in particular, is granted powers to enter into contracts 
and agreements on behalf of the Commonwealth and to appoint agents to exer- 
cise the powers of the Commission on its behalf. 


National Security (Industrial Property) Regulations 


The present regulations included provisions relating to the use of patents 
by the Commonwealth in connection with public safety and defence. The 
present amendment to the regulations provides that a Patentee, who con- 
siders that a patent or invention has been so used by the Commonwealth, may 
apply to the High Court for a declaration to that effect and the High Court 
shall have jurisdiction to hear and determine the matter. It is also provided 
that the Commonwealth may, by way of counter claim, apply for the revoca- 
tion of the Patent or the rectification of the Registry of Designs. 


National Security (Prices) Regulations 


An amendment to these Regulations adds to the definition of “service” 
all rights under an agreement (not being a lease) or a licence for the hiring 
of a hall. Subsequently. under the provisions of the Regulations the maxi- 
mum rate at which any hall may be hired to a film exhibitor, has been fixed 
at the rate payable on the 12th April, 1943 or the nearest earlier date. In any 
case, whether the hall was not hired to the exhibitor on or prior to the 12th 
April, 1943, the maximum rate is to be that fixed by the Commonwealth 
Prices Commissioner by notice in writing to the hirer. 


National Security (Landlord and Tenant) Regulations 


An Order by the Minister for Trade and Customs under the provisions of 
these Regulations extends their operations to all prescribed premises in New 
South Wales with the exception of those licensed for the sale of spirituous 
liquors. Previously, the powers of Fair Rents Boards were limited to 
premises, the fair rent of which did not exceed £10 per week. 


National Security (Supplementary) Regulations 


An Order under these Regulations specifies the word or group of letters 
“R.A.D.A.R.” to be subject to the application of Regulation 61 of these 
Regulations. The use of this word in connection with any business or trade 
is thereby prohibited except with the consent of the Minister. 


National Security (General) Regulations 


An Order issued under the terms of these Regulations provides for the 
control over the manufacture of Handbags. In addition to the registration 
of manufacturers, the Order requires samples to be submitted for approval 
and prohibits the manufacture of Bags other than in accordance with ap- 
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proved samples. Manufacturers, in future, will also be required to brand 
handbags with the name of the manufacturer and the number of the approved 
sample. A restriction is also placed on the purchase and sales of Handbags 
and the Minister or an authorising officer may give any necessary directions 
to any persons manufacturing or selling Handbags. 





Cost Accounting as an Aid to Management 


(An introductory paper on Cost Finding and Cost Control prepared by a 
Research Group of the Australasian Institute of Cost Accountants.) 


PROBLEM OF MANAGEMENT 

To-day, more than ever, industrial undertakings are confronted by the 
ever-increasing problem of costs. It is one which must become greater un- 
less properly handled. To every Manager it is a problem of major import- 
ance, but it is not always recognised as being the avenue through which to 
increase profits, or, if neglected, of causing losses. 

There are those, of course, who are satisfied with their own personal 
opinions of what costs are, opinions based on beliefs and impressions gained 
by personal experience. These costs are rough approximations, and any 
control exercised over them is usually a personal observation of the factory 
inefficiencies. 

While trading conditions are good, and while he appears to be making 
a reasonable profit, this type of Manager is quite satisfied. It is only when 
things become more difficult, and sometimes when it is too late, that he 
finds that his methods of control are inadequate. So long as economic booms 
and depressions continue, and so long as competition exists in trade, the 
tendency must be towards the elimination of businesses operated by these 
Managers. 

Others are approaching this problem of Costs with methods which are 
more scientific than rough approximations. Some have plans of Cost Find- 
ing which are quite good, although when trading conditions are difficult 
they often feel that their systems do not supply the information that is really 
needed. 

Then there are others who have developed some of the more improved 
and advanced methods of Cost Control. They are given complete control 
over their Costs, that is they are provided with such information as will 
enable them to see ahead, with reasonable accuracy, the results which will 
be achieved in the Profit and Loss Account at the end of the trading period. 
They are given fore-knowledge by means of which such corrective measures 
as they can devise will assist in producing the desired profit. 


Cost FINDING 


Cost Finding is the determination of Costs. The method of cosf finding 
may be one of compiling the costs after the job has been completed, or it may 
be one of estimation or calculation of an efficient cost before the job is com- 
menced. 

Any system of. collating costs of products, either of an “historical” or 
“standard” type comes under the heading of Cost Finding. 

Naturally, no matter what the method of compilation, the cost should be 
accurate and suitable for the purposes required. So much depends upon - 
this. Contracts may be lost because of too high a cost or losses may be in- 
curred because costs are understated, unprofitable lines may be promoted, 
or profitable lines may be overlooked. Costs of temporary inefficiencies may 
. wrongly charged to some product with the consequent loss of profitable 
usiness. 
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Costs are of such vital importance as a basis for Management’s judgment, 
that correct costing principles should always be followed. A Cost Sheet 
should be prepared setting out the details of the cost of each product. It is 
very helpful if the fullest particulars are shown regarding the finished pro 
duct, the materials used, the operations, machine time, etc. Arbitrary caleu- 
lations should, as far as possible, be avoided. It will be advantageous if the 
Gross Profit margin is clearly indicated on the Cost Sheet. The Net Profit 
expected to be realised from the order under consideration could also be 
given. 

The method of Cost Finding must, of course, vary to suit the requirements 
of each industry and of each business, but no matter what the method may be, 
Cost Finding alone is inadequate. 


Cost Finpinc ALONE UNSATISFACTORY 

Cost Finding is of great importance. It is necessary. It enables manage- 
ment to form a judgment. The judgment may be the determination of Sell- 
ing Price, the fixing of profit margins, the decision not to quote for a par- 
ticular product, or the estimation of total net profits. 

No matter what the decision or judgment in this connection may be, the 
object is improved profits. There is always some anticipated result. If the 
judgments are good, the anticipated profits as listed should agree with the 
result appearing in the final Profit and Loss Account. But do those antici- 
pated profits appear in the final accounts? Usually they are so very much 
depleted. They cannot be realised without continuous supervision. 

Having made its estimates Management is not so much interested in the 
cost of the product as in watching causes of variations from those estimates, 
and correcting excesses in items of cost. Therein lies one of Management's 
greatest functions and one on which assistance is required. 

The best methods for disclosure of these excesses are not simple. They 
are just as difficult and require the same degree of trained and experienced 
assistance as the technical problems of the industry. The Manager is not 
expected to be experienced in costing methods and it is to the Cost Accountant 
that he must look for assistance. It is the responsibility of Management to 
exercise a continuous control over costs, and it is the task of the Cost Ac- 
countant to supply that information to Management. Keep the costs right 
and the planned profits will look after themselves. This supervision of costs 
is Cost Control. 

Cost CoNnTROL* 

There are three aspects which should be borne in mind when considering 

Cost Control: 
1. The location and elimination of wastages. 
2. The lowering of costs by improved methods or materials. 
3. Economic Efficiency. 

Under these headings lies the answer to the question—“How can profits 
be improved ?” 

Wastages: The plan of Cost Control should be designed to reveal imme- 
diately where these losses exist. Locating them is not sufficient—steps must 
be taken for their elimination. 

The losses in this category in which management is always interested, in- 
cludes the losses arising from: 


Material. 
Consumption of too much material. 
Using of wrong quality. 
Excessive prices. 
Stock Deteriorations. 


Spoilages, etc. 
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THE LAW UP TO MAY, 1944 


RATCLIFFE and McGRATH, with HUGHES 


The Law of Income Tax 


(The Commonwealth) 
with SUPPLEMENT 


By C. M. COLLINS, B.A., LL.B., Borrister-ct-Law 


A comprehensive treatise which presents the whole of the Common- 
wealth law relating to Income Tax in narrative form. 


Tax Consultants, Accountants and Business Men, in fact all whose 
duties are connected with taxation returns or assessments, will welcome 
the publication of a full, accurate and luminous exposition of the 
principles and practice of Income Tax Law as enacted by the Parlia- 
ment of the Commonwealth. 


The work is divided into 42 chapters each dealing lucidly with 
a particular subject, The authors have not hesitated to express an 
opinion in cases of doubt or difficulty arising out of the interpretation 
of the Act. 


All reported decisions of the Australian Courts, the English Courts 
and the Courts of the Dominion have been studied and, where necessary, 
have been quoted in support. 


A feature is that in dealing with decided cases an attempt has been 
made to give sufficient information to enable the decisions to be under- 
stood by readers not in possession of the law reports. 


~A comprehensive statement of the Income Tox law of the 
Commonwealth. References to Provisional Tax, commonly spoken of 
as “Pay as you go” taxation, are included. 





Main Work and Supplement, £3/15/-. 


The Law. Book Company of Australasia 
Pty Ltd. 


140 Phillip Street 425 Chancery Lane 21 Adelaide Street 
SYDNEY MELBOURNE BRISBANE 


Phone BW 1448 ‘ Phone MU 7888 Phone B 8882 
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A Philosophy of Accounting 


By LOUIS GOLDBERG, M.Com., A.1.C.A. 


Winning Treatise in the Fiftieth Anniversary Accountancy Thesis 
Competition Conducted by the Commonwealth Institute of Accountants 


CONTENTS 


PART I. THE CONCEPT OF ACCOUNTING 
PART II. THE BASIC PRINCIPLES OF ACCOUNTING 
PART III. THE APPLIED TECHNIQUE OF ACCOUNTING. 
PART [V. CHARACTERISTICS OF AN ACCOUNTING SYSTEM 





“Mr. Goldberg has succeeded in producing a brightly written 
work on a subject which is usually dull and stereotyped, and 
he has also made a splendid contribution to Australian litera- 
ture in general. His style is excellent and we shall probably 
hear more of him as an author in the future. Students and 
teachers of accountancy will find the book most useful, and all 
accountants will understand the principles of their profession 
more thoroughly after reading it.”—IJnsurance and Banking 
Record. 148 pp. PRICE 5/- Limp Cloth 

ACCOUNTANTS PUBLISHING COMPANY LIMITED 
361 Collins Street, Melbourne 


Copies are available in each State at the office ef the Commonwealth 
Inscitute of Accountents 
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Labour. 


Excessive Time spent. 

Wrong class of labour engaged on operation. 
Unnecessary handling. 

Waiting for work. 

‘Bad Plant lay-out. 

Excessive overtime. 

Excessive non-productive time, etc. 


Expenses. 


Power wastage. 

Excessive rental charge (unoccupied and idle space). 
Idle Plant. 

Excessive maintenance costs. 

Ineffective supervision, etc. 


Despite the claims of some foremen and other “practical” men it is im- 
possible to locate and control these losses by personal observation alone. To 
deal effectively with them a method of Cost Control is required as a part of 
a complete Cost Accounting plan. 

Manufacturers know very little of what these wastages cost them each year, 
unless they are assisted by regular Cost Reports. 

Huge savings have been effected in some industries by the disclosure 
through cost reports of the extent of the waste occurring resulting in execu- 
tives taking corrective action. 

Lowering Costs: Many manufacturers accept conditions as they are with- 
out giving much thought or effort to finding more economic means of produc- 
tion. So long as the cost is always “round about” a certain figure it is good 
enough. This can become a bad habit. It is a part of the work of the Cost 
Accountant, in conjunction with the technical staff, to be searching continu- 
ously for avenues for the reductions of costs by eliminating operations, intro- 
ducing cheaper methods or more efficient machinery, or substituting cheaper 
materials, etc., always, of course, conforming to the policy of the manage- 
ment regarding the quality of the product. 

The detailed information provided by the Cost Finding methods is a neces- 
sary preliminary to any attack on costs. Unless current costs are known the 
effects of proposed actions cannot be judged. 

Policy Planning: The experienced Cost Accountant is able to interpret 
from a plan of Cost Accounting the effects of variations in the policy of man- 
agement or the probable effects of proposed changes. Advice and assistance 
can be given in the formulation of those policies. 

Management is often confronted with specific problems and would like 
to know the result if a certain line of action were taken, such as the effect 
of— 

1. The sale of larger quantities by allowing discounts on large orders. 

2. The extension of the field of business operations. 

3. The utilisation of idle plant capacity by exporting at a price exclud- 
ing fixed costs such as depreciation and other overhead, or at a re- 
duced rate of gross profit. 

4. Manufacturing new lines during a period when the plant is otherwise 
not fully occupied. 


CONCLUSION 


Cost Finding is itself essential afid is also a necessary adjunct to Cost 
Control. Although essential it cannot by itself effect economies in manu- 
facturing operations. 
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Cost Control methods are desirable. If properly formulated and applied 
under guidance of an experienced Cost Accountant they repay the cost of 
operation many times over. They act as a chart by which to steer the busi- 
ness through the troughs of depression as well as over the crests of economic 
prosperity to the safe anchorage of assured profits so vital to stabilised 
and progressive service to the community. 

The Cost Accountant is seeking continuously for means of stopping wast- 
ages and reducing costs of manufacture in every direction. He is available 
to advise on the probable results of a contemplated change in manufacturing 
or sales policy. He is trained to institute and operate a plan of Cost Ac- 
counting which would include appropriate Cost Finding and Cost Control 
methods as well as form part of the general Financial Accounts. 

Just as a senior Engineer, Chemist and Technician are advisers in their 
respective spheres so is the Cost Accountant the Manager’s Assistant and 
an adviser in the science of Management. 








Depreciation and Deferred Maintenance 
By K. A. Picton, A.1.c.A. 


NEED FoR REVISION oF RATES 


Executives have long considered to be inadequate the existing allowances 
for depreciation under income tax. This is particularly noticeable under the 
reducing balance method most generally in use. An estimate of life amount- 
ing to anything from 30 to 60 years as a general rule is patently absurd in 
these days when technical developments out-date and render manufacturing 
plant uneconomic almost overnight, and yet taxation rates are based on these 
estimates. Even without a demand for new methods and improved pro- 
ducts manufacturers could rarely effectively use their plant for anything like 
this life and still retain their place in a competitive market. To-day after 
four years of maximum production, during which many plants have operated 
almost continuously, estimates of effective life require drastic revision. 

Such revision is provided for only in the case of plant acquired for war 
purposes under the new Section 59A of the Income Tax Assessment Act 
which I shall deal with presently. 

The estimate of effective life in America takes into account the factor of 
obsolescence brought about by new methods, new products, or inability to 
maintain accuracy, quality or economic output. The rates allowed in Eng- 
land have been a little more generous since 1938-9 while to encourage manu- 
facturers to purchase new plant in future, an immediate depreciation allow- 
ance of 20 per cent. is to be made on purchase. 

Manufacturers may provide for adequate rates in costs except where they 
are restricted to income tax rates, i.e., under Government contract. When 
adequate provision in costs results in just so much increase in Selling prices 
manufacturers are penalised by taxation on this increase although they are not 
allowed the higher depreciation as a deduction. In the case of proprietor- 
ships where taxation reaches 18/6 in the £ this means the Taxation Dept. 
collects practically the whole of the increase in depreciation recovered in 
costs. 

There appear to be prospects of definite provisions being made in the Bud- 
get to be introduced in September for depreciation which has not been made 
good in the war years. 





Writinc Down NEw PLANT ° 


Much plant installed during the war for war production has been pur- 
chased at abnormal prices due to inflated war time costs. When conditions 
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revert to normal and production from this plant meets competitive prices a 
revaluation will be necessary. What provisions can be made now for the 
shrinkage in value? If writing down is called for what is the taxation aspect ? 
Section 59A of the Act, which provides for re-assessment after the war on 
scrapping or shrinkage in value of plant installed for war purposes, gives 
only partial relief. 

Under this Section a re-assessment of the income years affected is made 
by the Board of Referees if it is satisfied that 


(a) Such plant is scrapped or disposed of within two years of the ter- 
mination of the war, or 

(b) The actual value at the 30th June following the termination of the 
war is less than its depreciated value, or 

(c) The effective life of the plant will be shorter than estimated for 
purposes of depreciation under the Act. 


In short, the shrinkage in value may be written off over the war years and 
a refund obtained on a re-assessment by the Commissioner for those years. 

The refund necessarily will only be made at the rate of tax paid. The 
difference between the actual amount written off and the amount refunded 
remains a capital loss unless recovered to some extent in contract costs or the 
price of the product during the war years. For example, if the actual value 
under (b) in the case of a company’s war plant is less than its depreciated 
value by £10,000 and the average rate of tax refunded is 6/-, making a total 
refund of £3,000, the capital loss will be £7,000. 

Sound business practice demands that where this inflated cost can be ascer- 
tained it should be written off over the war years and the cost charged to the 
product of those years. Otherwise how can the Company continue manufac- 
turing on a competitive and economic basis after the war if plant values and 
consequent overhead and depreciation charges are inflated in comparison with 
normal costs. 

Unfortunately, this is not a complete solution. In fact the Company pays 
for this prudent foresight through increased taxation on the resultant addi- 
tional turnover while at the same time it is denied the deduction of deprecia- 
tion over and above the allowed rate. 

As already stated British industrialists are being encouraged to purchase 
new plant which will be required after the war by being permitted to write 
off 20 per cent. of the cost immediately on purchase, followed by usual de- 
preciation each year. If this provision can be made for post-war develop- 
mental purposes, how much more important is it to see that provision is 
made in this country for immediate writing off of the inflated cost of plant 
required for war purposes. 


RESERVES FOR DEFERRED MAINTENANCE 


Depreciation is calculated on the assumption that adequate maintenance 
and replacement of wearing parts is carried out. It could be assumed that 
under the reducing balance method when the allowance diminishes in the 
later years maintenance increases thus tending to level the aggregate charge 
for each year. Under the strain of increased production and inadequate atten- 
tion both factors increase disproportionately to the increased use of the 
plant. This is because efficiency is not maintained indefinitely even when all 
repairs and replacements of wearing parts are executed and this fact becomes 
more appreciable when adequate repairs are impossible. 

While some increase is necessary in the allowance for depreciation under 
these conditions more atttention should be given to setting up maintenance 
charges so that the aggregate or total charge bears its true relationship to the 
calculated wastage of the asset. This can only be achieved through the crea- 
tion of a reserve for deferred maintenance. 

Industrialists in England are permitted to create reserves for repairs and 
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maintenance annually, both on buildings and plant and machinery, which 
would normally have been executed but for the lack of opportunity under 
wartime conditions. The Australian industrialist who can meet this deferred 
maintenance cost out of post-war prices will be fortunate indeed particularly 
when one takes into account the competition for markets which appears 
inevitable. 

In an address on “Post-War Repairs,” to the Ballarat Branch of the Com- 
monwealth Institute of Accountants, published in the April, 1944, issue of 
the Australian Accountant, Mr. J. F. Gibbs, President of the Branch, sug- 
gested such a provision “for the setting aside of funds for post-war repairs 
by industries and all potential employers of labour” to the extent of the usual 
pre-war expenditure under the same head. Where this amount has not 
been reached he suggests the difference should be set aside in current expendi- 
ture and shown in the Balance Sheet as “Provision for Post-War Repairs” 
with suitable safeguards for its ultimate use. 

Such a provision would be doubly welcome during the next three years 
while industry is paying for the “pay-as-you-earn” premium of 8}% on its 
1943-44 profits, profits which would incidentally have shown a truer picture 
if made to bear their real share of depreciation of new war plant and 
postponed repairs and maintenance. 

It is reported that the Taxpayers’ Association in all States recommend the 
appointment of a commission to consider special allowances for depreciation 
and deferred maintenance of buildings, plant and machinery. A _ similar 
approach to the Government from Accountants’ Institutes may assist in 
obtaining some alleviation from the burden of post-war reconstruction of 
worn-out m@nufacturing facilities. 

Finally, the suggestion of the Associated Chambers of Manufactures to 
set aside a reserve of either 25% of trading profits or, alternatively, 1% of 
cost of sales, at the taxpayers’ option, has the merit of providing finance for 
reconstruction of plant, but it would appear to benefit only companies and 
not individuals or partnerships as the net amount remaining after paying 
taxation may be so small when the reserve is used as to be of little use in 
the latter cases. This assumes, of course, that existing rates of taxation 
will be largely maintained for some time. 

To obtain the desired benefit from such reserves it is essential that the 
cost of such reconstruction be remitted in full out of the reserve, unfettered 
by taxation, i.e., allowed as a deduction in the same manner as if the cost 
had been incurred and met in the year when the reserve, was created. 








Clearing Accounts — Their Use in Control and 
Reconciliation of Subsidiary Ledgers 
By K. H. THOMAS, A.F.1.A., A.C.A.A. 


Discussing the “Classification of Accounting Data,” Fitzgerald and 
Schumer mention such matters as Columnar Journals, Control Accounts and 
Clearing Accounts. (See Australian Accountant, June, 1943, Vol. XIII, 
No. 6, pp. 220, 221 and 223 particularly.) With regard to Clearing Accounts 
they state: “Clearing Accounts are accounts set up as temporary or primary 
classifications of data which is intended to be reclassified before appearing 
in the final accounting statements. They serve two purposes: to provide a 
primary classification which is useful and significant in itself . . . and to save 
time by collecting - 1? in one total similar primary classifications which 
are to be reclassified . 

Clearing Accounts can | be made to serve a further pingettens purpose: to 
prove that totals of specific postings are taken up correctly in each subsidiary 
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ledger concerned. Some of the Clearing Accounts included in the ledger 
upon which this article is based were intended only to be of a temporary 
nature, to keep close tally of subsidiary ledger postings during the early 
stages of the factory office (when ledger posting clerks had not yet 
recognised the position of their ledgers in the complete accounting scheme). 
Their retention as a recognised part of the ledger for some years now has 
been found very useful. They no longer disclose discrepancies, but prevent 
them, the ledger clerks taking care to check their data with other ledgers 
concerned before supplying any journal entries to the control ledger. 

Several examples of Clearing Accounts are mentioned by Fitzgerald and 
Schumer, and a more detailed description of their application as “proving” 
accounts may be of value to many. It is recognised that local conditions and 
needs, particularly with regard to distribution of responsibility for the 
recording of the various subsidiary ledgers, may call for minor modifications, 
and possibly omissions of some Clearing Accounts. Experience in the 
application of the principle of control through Clearing Accounts indicates 
that it should be applicable to any ledger, particularly when it covers 
Manufacture as well as Trading. The use of Clearing Accounts (even if 
not so named) in the factory cost ledger, especially for re-allocation of 
expense to products or processes, may be familiar to many, but their use 
in the general or control ledger (except as a convenience) is not so well 
recognised. 


Chart of Journal Entries (See Chart A) 

Based upon the system in use at one particular factory, the accompanying 
chart of Journal Entries gives a summarised view of the use of Clearing Ac- 
counts for proof of data, and the notes following should be read in conjunction 
with references to the chart. Only major account headings appear on the 
chart. Subdivisions to several Stock Control Accounts, and the like, as may be 
necessary, can be readily dealt with by allowing for columnar dissection in 
both journal and Clearing Account. However, a chart, to be of value, must 
be kept as simple as possible. 


Accounts Chart (See Chart B) 

The major accounts dealt with in this summary of ledger postings are 
shown on Chart B, setting out the normal postings. In effect, Chart A, upon 
which this article has been based, represents the journal entries, while Chart B 
represents the ledger accounts. Numbers shown therein refer to the journal 
posting numbers. These charts: appear at the end of the article on pages 
273-275 and should be consulted. 


Basis of Posting 

A common procedure for posting to the general ledger is to record 
journal entries from data independent of subsidiary records. Subsidiary 
ledgers are expected to agree their balances at the end of postings for each 
accounting period with the relevant Control Accounts. This is, admittedly, 
quite a sound procedure, but unfortunately, if the figures do not agree, any 
one or more of several independent sets of posting data are at fault, or, 
possibly, even the total in the Control Account may be incorrect. 

In the system discussed herein, the abovementioned procedure is practically 
reversed. In lieu of the Control Ledger Account anticipating subsidiary 
ledger balances, the principle of posting is from journal entries provided 
by the section responsible for posting the subsidiary ledger concerned. In 
effect, the stores section, factory ledger section, and so on, notify the total 
posting made to their ledgers. Each ledger can only notify the posting of 
its own ledger or ledgers, so that the contra posting to balance the journal 
entry is to the debit or credit of a specific Clearing Account. Any change 
in one subsidiary ledger must also be taken up in one of more other ledgers. 
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(A few minor exceptions, such as plant and stock written off, may be called 
to mind, of course.) Postings made by the other ledgers so varied must 
equal the original posting. The journal entries supplied by the various ledgers 
showing total postings for the accounting period should “clear” the common 
Clearing Account. 

Any discrepancy in postings shows as a balance remaining in the Clearing 
Account, and the two ledgers concerned must check their data. It will be 
noted that only an error in additions can prevent agreement of ledger balances 
with the Control Account, and investigation of inter-ledger discrepancies is 
limited to one section of postings only (e.g., purchases). Until such time as 
adjustment of ledger has been made, the Control Ledger has that balance in 
the clearing account, keeping the fact before the notice of the ledger-keeper. 
He does not need to go outside the ledger to know the progress of work in 
the rest of the office. 

The complete allocation of data could in several cases be dealt with by the 
one journal entry, totals being supplied by each ledger, agreed, and so posted 
without the need of a Clearing Account. For example, provided the creditors’ 
ledger and stock records both showed the same amount for purchases, there 
would be nothing to prevent a journal entry for: 

Supplies .. .. .. Dr. 
To Creditors .. .. Cr. 

This argument is sure to be raised. However, suppose these two totals 
do not agree. (It does happen, sometimes with some reason, sometimes .. . 
well, it just happens. Admittedly it shouldn’t, but, although we can make 
many things as well as Accounting quite scientific, we can never wholly 
mechanise. That little problem of the “human element” will crop up. I 
thought someone would say that the totals should agree. I know!) Such 
disagreement under the “Reconciliation through Clearing Accounts” scheme 
does not matter. (Wait, please, no comments.) The discrepancy must 
certainly be found and adjusted, but, so far as holding up the journal entries, 
it does not matter. The data can be posted in the control ledger, and the 
discrepancy remains in the Clearing Account pending amendment. Without 
this scheme neither account can be posted, unless, of course, one figure is to 
be the right one, but there then is no record in the control ledger disclosing 
any errors. (In closing the argument, have you ever noticed, when awaiting 
data for reconciliation, that you get all the one side of the picture—totals 
and totals, filed waiting—and save this up pending the data being ready from 
the other section ?) 


The Journal Entries 

The cardinal rule is that the journal entry is to be given to the control 
ledger for posting only after all postings of details have been made to the 
subsidiary ledger concerned. There are too many cases where the control 
balance, posted from independent sources, is some months in advance of the 
actual postings of the subsidiary ledger. Through the Clearing Account 
system, each ledger can supply its own journal entry, which, in effect, acts 
as a notification that such ledger is (or is not) up to date. So that, even 
though there be no discrepancies between ledgers, the actual position of each 
ledger is reflected in the balance of the Control Account, and the balance not 
taken up in the Clearing Account. Discrepancies, lag in ledger posting, and 
so on, show forth clearly. The ledger becomes a progress record of the office 
efficiency, and the posting position of each ledger is under’ the notice of the 
control ledger-keeper and, through him, of the office accountant or manager. 

Should a lag in ledger posting occur (this also happens—see comments 
above) certain balances may appear in the Clearing Accounts at the end of 
the accounting year, while, at the same time, the Control Account balance 
will agree with the posted balance in the subsidiary ledger concerned. For 
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the purpose of the annual accounts and balance sheet, these items in suspense 
may be cleared by special journal entries to the Control Accounts concerned. 
However, in the new year, such entries will be reversed, reopening the 
Clearing Accounts, pending actual clearance by the ledger in arrears, when 
posting has been made. (Fortunately the writer has not found need for 
such procedure. ) 

In studying these notes it may already be recognised that the idea of the 
“self balancing ledger” has been carried a step further to the “self balancing 
posting to ledger.” 


Funds 

Before dealing with various specific accounts, it must be noted that the 
control ledger itself does not contain Clearing Accounts for cash movements. 
To introduce such accounts would be simple enough, but, owing to the nature 
of “cash,” they would serve little purpose. The debtors and creditors ledgers 
(or voucher system alone) act as safe clearance for cash. Cash on hand, or 
in bank, can be proved by physical check with no difficulty, but a physical 
check of stocks or production against a money value is not so straightforward. 
As each receipt or payment of money covers specific items of sales or 
purchases (except a few minor cases, of which, see later, under “Recoverable 
Expense’’) or relate to the “Imprest Bank Account,” discrepancies between 
claim and cash become clear and can be adjusted Issues of stores, and produc- . 
tion, do not necessarily bear any relation to specific receipts, hence the closer 
check required within the ledger. 

It has been noted that any discrepancy between the Control Account and 
the subsidiary ledger balance, under the Clearing Account, system, can only 
be an error in addition or subtraction. However, in case the error is in the 
control ledger, it is wise to balance the control ledger before making “‘accusa- 
tions.” Few accountants who have kept the control ledger can fail to recall 
the pleasure with which the subsidiary ledger section proves the “control 
account” to be in error. 

Having submitted the main points for the case in favour of the use of 
Clearing Accounts, details of some, at least (by departing from generalities 
to the particular) will make the position clearer. You are referred to the 
Chart of Control Account Postings. Reference numbers quoted in the follow- 
ing notes on various accounts refer to the numbers shown in the chart 
opposite journal entries. 


General 

It is not purposed at this stage, at least, to consider the original sources 
of data summarised for journal entry purposes, except to note that, in every 
possible case, separate copies of invoices, etc., or quite independent data of 
some kind, is provided to each subsidiary ledger section concerned. Actual 
means of obtaining information varies from office to office, but postings and 
dissections of totals must occur in every office, so let us keep to ledger 
posting procedure, and, so far as possible, avoid dealing with methods of 
original recording. 

PURCHASES AND SERVICES 

Both stores and services are matters for the creditors’ ledger, but as plant 
and supplies are not immediate charges to production these are debited to 
“Purchases Clearing Account,” while services, being (in practically every 
case) direct charges to production, are debited to “Expense Clearing Account” 
in a group with other gross debits to production, for clearing by factory 
cost ledger to the Direct and Indirect Manufacturing Accounts. (Chart B, 
A/cs 25, 24, and A/cs 15, 17, 18.) 


Purchase Journal (Chart A, Entry No. 1) 
Being maintained in conjunction with a creditors’ ledger, only daily totals 
of purchases and services are recorded in the purchases journal. Columns 
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are provided for debits covering sub-heads of supplies, total plant, expenses 
(to be costed) and recoverable expense. Columnar totals form the basis of 
posting the creditors’ ledger journal entry. Sub-accounts for grouping of 
various creditors can be provided by columnar journal, of course. However, 
the extension of accounts can readily be visualised, and such further dissection 
must be assumed to occur wherever necessary without going into excessive 
details in the present discussion. 


Plant and Supplies Received (Chart A, Entries Nos. 2 and 3) 

Dissections of purchases maintained by the plant and store ledger sections 
respectively form the basis of (possibly) several independent journal entries 
from each sub-ledger, which in total should clear the Purchases Account. 
(Chart B, A/c 25.) 

Creditors’ Ledger (Chart B, A/c 1) 

Modern practice tends toward the abolition of the detailed creditors’ 
ledger in favour of the voucher system, but it has been found that there is 
often a serious lag between receipt of goods and submission of final account 
for payment under war-time conditions, with many goods bought on “cost 
plus,” interstate purchases by special ordering, and the like. The voucher 
system works quite satisfactorily so long as transactions are on a monthly 
account basis, but, with the accumulation of vouchers due to the time lag 
’ in payment, some system of recording is necessary independent of the 
vouchers. The value of maintaining the ledger for creditors has been proved 
under the present abnormal conditions. Possibly it may be dispensed with 
later. No excess records are of any use once they cease to serve a need. 


PropuctTion IssuEs 


Issues—Depreciation (Chart A, Entry No. 4) 

Provision for depreciation of fixed (or, rather, deferred) assets is in 
the nature of a partial issue of plant, etc., to production. Plant ledger 
calculations on.a predetermined basis (quarterly balances of plant, under 
local conditions at prescribed rates) are covered by a journal entry from 
plant ledger, debiting to the “Expense Clearing Account,” and details of the 
factory sections are supplied to the factory cost ledger so that the depreciation 
may be allocated to products. (Posting No. 8.) 


Issues—Sup plies (Chart A, Entry No. 5; B, A/c 3) 

(Note that in practice all receipts, issues and sales recorded by stores 
section in store records are covered by the one journal entry each period.) 

Issues are debited to a “Material Issued Clearing Account” (Chart B, 
A/c 26) for clearing by factory cost ledger (Entry No. 10) and, in a few 
cases, for transfers of stores to plant, by the plant ledger. However, the 
majority of supplies which are issued for plant purposes are first dealt with 
through a construction work order. This particular point will be dealt with 
later. 


Stock Records (Chart B, A/c 4, Controls) 

Following a prevalent practice, stock records in our factory are maintained 
on a quantity basis only, values being extended only at the end of the year. 
It is therefore of paramount importance that control over quantity and value 
of supplies must be maintained at every possible point. Considerable respon- 
sibility is therefore placed upon the factory ledger section to ensure that price 
extensions of major items on the issue requisitions are properly made, and 
the quantities checked ‘against independent returns supplied by factory 
personnel. This applies particularly to raw materials and tooling. 

Pay Analysis 

Before discussing the clearance of “Manufacture Clearing Accounts” by the 

factory cost ledger, the question of pay analysis from the finance angle will 
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be considered, but details regarding the accounts affected will be deferred. 
It is assumed that a special Bank Imprest Account is maintained for drawings 
for pay. There are five types of information to be obtained : 


(1) Normal pay sheet summaries—weekly wages. 

(2) Salary summary sheets—fortnightly. 

(3) Details of unclaimed wages paid out by cheque. 

(4) Details of overpayments (e.g., cancelled leave, age overstatements, 

etc.) to be paid back. 

(S$) Forfeitures of wages. 

Items one and two, less four, provide the total of gross wages to be costed 
(except for unclaimed wages paid out, and wages or sajaries recoverable-— 
e.g., employee on temporary loan). In columnar dissection journal these are 
posted to debit of gross wages, and gross salaries (totals each accounting 
period being posted to Wages, and to Salaries Clearing Accounts). (Chart B, 
A/cs 27 and 28.) Any unclaimed wages which are paid out along with 
current wages will, of course, be recorded as debit to “unclaimed wages”; 
similarly, recoverable items will be debited to “recoverable expenses.” The 
net wages and salaries (other than such salaries as may be paid by cheque) 
in items one and two above will be drawn from the “Bank Imprest Account” 
(wages advance), but as the wages paid during the week after the end of an 
accounting period, applicable to the last week of the period, are not drawn 
during the period, the last pay sheet total of net wages must be recorded in 
a “Wages Accrued Account.” (Chart B, A/cs 5 and 6.) The pay analysis 
journal for the next period will have as its first entry a transfer from accruals 
to bank imprest column. This ensures that the “Bank Imprest Account” in 
the control ledger, after posting of the journal entry for the period, will agree 
with the bank passbook balance (kept by the paymaster) as at last day of 
period. It should either represent the full imprest amount, or may exclude 
only salaries drawn on the Friday but not reimbuysed until the following 
week. (This can be readily checked by reference to the pay analysis journal. 
Paying conditions in different factories will, of course, vary the position as 
noted above, but the same general rule will apply.) All payments of wages 
and salaries by cheque, whether direct to employee or, on his behalf, for 
taxation, superannuation, war loan, etc., are posted in the control ledger to 
one account (Pay, Deductions, etc.) under three main headings of Cheques, 
Tax, Other Deductions. (Chart B, A/c 7.) 

The number of deductions grows and grows, so that normal ledger columns 
begin to object. Special ledger cards, maintained in conjunction with, but 
separate in total from, the creditors’ ledger, have made control simpler in 
checking payments out. 

Overpayments (item four above-mentioned) are debited to “recoverable 
expense,” of which, see later. 

Forfeitures of wages are transferred from “Unclaimed Wages” to a special 
account, pending disposal. (See posting number six in chart for monthly 
journal entry compiled from columnar totals of pay analysis journal.) 

The accounts have now been prepared for clearing by the factory cost 
ledger to production. 

Factory Cost INpuT 
Debits to Manufacture (Chart A, Entries Nos. 7-13; Chart B, A/cs 14-18) 


Several journal entries are necessary by the factory cost ledger to record 
all debits to production costs. However, the principle is the same. Details of 
direct charges—production and construction wages and material—and of the 
indirect charges, or cost of production, under the various expense headings 
(maintenance, sick leave, etc.) are supplied and posted. 

However, although some items of wages and salaries may be shown as 
recoverable on the pay summaries, the dissection of wages—and also of 
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materials—sometimes discloses some items chargeable out on account of 
some special work done (e.g., temporary aid to contractor building). These 
amounts, in factory ledger journal entry, are debited to recoverable expense. 
Debits created by postings 1, 4, 5, 6, and also 23, should be cleared by credits 


to the clearing accounts as per postings 7 to 13. 


Buying, Variance (Chart B, A/c 30) 

The buying variance, shown in postings 23 (in) and 13 (out) is the 
amount over or under paid creditors in comparison with standard prices 
placed on tooling and raw materials particularly (see under creditors’ ledger, 
remarks on “cost plus” and delayed claims). This variance is recorded in 
detail by the Accotints Paying Section, according to type of raw material 
and in totals for other items. 

For local convenience in presenting comparative costs, and based upon 
estimates of future pricé variations (there is a reasonable basis upon which 
to work), buying variances, in part at least, may be transferred to a “Price 
Fluctuation Suspense Account,” and over a period this fluctuation “irons 
out,” leaving only a small amount to adjust to costs when transfer is finally 
made (normally each quarter, and definitely at end of year). However, it 
may be observed that the onus is put on the factory cost ledger to provide 
an entry to clear the “Buying Variance Account,” to ensure that they have 
a full record of such Variances (see Entry 13). Of course, if future costs of 
materials are expected to continue to be above (or below) standard, no 
suspense account will be needed. 


Construction Work Orders (Chart A, Entry No. 14) 

Work orders, on completion, may be a charge to maintenance, in which 
case a journal entry transferring the applicable amounts from the “Con- 
struction Wages” and “Construction Material” Accounts to “Cost of Pro- 
duction-Maintenance-Plant” is supplied by the factory cost ledger. This 
must be done before production cost can be completed. When, however, the 
work order covers plant or buildings made, or plant installation, it is pre- 
scribed that overhead shall be included. 

The total cost thus determined is credited by factory cost ledger journal 
entry in “Manufacture Reconciliation Account” and debited to “Plant and 
Installation Clearing,” (Posting 14.) Details of the individual work orders 
to be capitalised in buildings, plant, and installation of plant, are given to the 
plant ledger section. After incorporating in records the plant ledger journal 
entry clears the posting in “Plant and Installation Clearing” to the debit of 
Fixed assets, Plant i Buildings). (Chart A, Entry 15; Chart B, A/c 33, 


etc.) 


Manufacture and Cost of Production 

So far our survey has covered the purchase and issue of materials (includ- 
ing depreciation on deferred assets), payments chargeable for wages, salaries, 
and services (or outside expenses) and their clearance and allocation to the 
various manufacturing accounts. Although the ledger has individual control 
accounts to cover balances of stock, etc., the total postings to the factory 
cost ledger, so far, are represented by the total of several accounts, and to 
credit production out proportionately from each expense account is not only 
complicated but of little value. The next step, therefore, is to accumulate 
these accounts into one total account. The debits to the several accounts 
will be required at the end of the accounting year in order to prepare annual 
statements, but these individual debits need only be represented in total for 
reconciliation each period. 

Of course by omitting all details from the control ledger and merely posting 
the costed wages, material issues, and other charges to a “Factory Ledger 
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Control Account,” this special summarising journal entry would not be 
needed. But then, it would not be possible to provide details of accounting 
statements direct from the control ledger. (The information could be 
obtained from the factory ledger, but even there, as the main requirement 
therein of allocation is to products or jobs and not to origins of costs, data 
in excess of cost requirements would have to be kept. It is therefore more 
satisfactory to have all necessary data in the one ledger.) 

Without a summarising account, credits out from production can only be 
made to “Direct Wages and Material” and to an “Expenses Absorbed 
Account.” 


Manufacture Reconciliation Account (Chart A, Entry No. 16, Chart B, 
A/c 33) 

All manufacture clearing accounts having been cleared, and such pro- 
visions as for accrued recreation leave having been dealt with, it is necessary 
to ascertain if any special adjustments (e.g., store issue prices) or accruals 
are to be recorded. A journal entry is then compiled, crediting the balances— 
i.e., period postings—in all accounts dealing with production and construction 
(shown for convenience under separate heads of, say, direct wages and 
material, and one total for all indirect charges) and debiting such total to 
“Manufacture Reconciliation Account,” together with balances of both con- 
struction and production work in progress at end of previous period. (Note: 
All debits for the period are kept distinct from work in progress brought 
forward in order to provide a ready total of costs incurred during the year— 
thus checking details. Totals of work in progress for several periods have, 
of course, no meaning. ) 

Credits will be supplied by the factory cost ledger as hereunder: 

(1) Work in progress carried forward (debit to separate accounts for 

“Production, and Construction in Progress.” (Chart B, A/c 8.) 
(2) Output of components and by-products (debited to “Secondary 
Output Clearing Account.” (Chart B A/c 11.) 

(3) Primary product output for period (debited to “Stock—Primary 
Products,” and record made also of individual. product cost). 
These credits are shown in Entry No. 17. 

(4) Plant, etc., as already dealt with under “Work Orders.” (Entry 14.) 


Production Output 

Components, herein, are defined as partly processed materials, temporarily 
placed in store, for either sale (primarily to other factories) or for re-issue 
to production. It must be remembered that owing to re-issues the “output” 
of components may be a negative amount in some periods. 

Components and by-products are dealt with at standard prices (normal 
realisable value) and are debited to a clearing account for clearance by stores 
journal entry. (Posting No. 18.) 

Primary product, on the other hand, is posted direct to the Stock Account, 
there being no store check on its total cost. The actual proof is made in 
the “Manufacture Reconciliation Account,” by clearing of such account—all 
other items being proved in clearing accounts. The question of allocation 
of costs between products (or jobs) and apportionment to work in progress 
and the completed products for each period is not within the ambit of the 
control ledger, which is only concerned with proving that all that. has gone 
into the factory is accounted for through reconciling ledger balances (work 
in progress plus total output equals prior work in progress plus input). 

However, although allocation of value cannot be dealt with, quantity of 
output as shown in factory cost journal entry (No. 17) is checked against 
quantity shown (as a memorandum) on stores, quantity records of output 


and sales. 
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SALES 
Sales-and Cost of Goods Sold (Chart A, Entries 19 to 21; B, A/cs 19, 20) 

The cost price of supplies and secondary products sold is recorded as an 
adjunct to the sales journal, and journal postings are made from columnar 
totals to relevant columns in “Cost of Goods Sold Account,” and credited to 
“Goods Sold Clearing Account.” (Entry No. 20, A/c 35.) Stores records of 
sales provides a journal entry clearing this latter account, and crediting 

“respective supplies and stock accounts. (Entries 5 and 19, A/cs 4, 10, 11.) 
This latter journal entry will also show, as a memorandum, the quantity of 
primary products sold, for check. 

A subsidiary record of accounts for each separate product is maintained 
(posted from details included in factory cost ledger, journal entry, etc.) for 
primary product output and credited for quantity sold from sales records. 
(Note that similar record would be maintained for each job if job costing 
and sales were being done.) 

The cost of product sold is computed by valuing the quantity of stock on 
hand at end of the period at the last cost per unit to make (an alternative 
would~be to value at standard) and the balance in the account is cleared to 

. “Cost of Product Sold.” (Entry No. 20.) 


Cost of Goods Sold 

Subsidiary records are also maintained for cost of products sold and selling 
price. This provides a record of profit (or loss) for the period, and also a 
cumulative total for the year, for each product or order. When a new pro- 
duction order is commenced, a fresh subsidiary account is opened. Balances 
of these accounts are proved against the control ledger totals of “Stock— 
Primary Products” and “Sales (and cost)—Primary Products” respectively. 

It is recommended that production sales be kept distinct from sundry sales 
of supplies and, by columnar dissection, separate figures recorded for primary 
and secondary products. 


Goods Sold Clearing Account (Chart B, A/c 35) 

This particular clearing account, at first not considered necessary, was 
opened to provide better check on stores data. Two problems required to be 
overcome. First, there appeared to be a difference of opinion between the 
stores records and sales records regarding the date of sale. Goods ready for 
delivery were being treated as sold during an accounting period, although 
not actually off the area. On the other hand, sales records were posted 
according to date of delivery. Although in the case of issues of materials 
to the factory such discrepancy would be noted readily, issue and take up 
being at the same price, there was no obvious check between the cost, as per 
stores, and the selling price, as per sales, until the clearing account covering 
cost prices of goods (other than primary product) included in sales for 
period could be checked by clearance of an account through stores journal 
entry. 

The second problem was that, in some cases, the selling price had incor- 
rectly been recorded in lieu of the cost price, in store totals. (As the majority 
of supplies sold are sent to “sister” factories and charged at cost price, the 
few cases when a difference of price occurred were easily overlooked.) It is 
not intended to cast reflection on general efficiency—percentages of errors 
were small; but it remains that these errors can and do occur, not only with 
one factory, and if they can be readily picked up it saves much checking 
later. With present recording of quantity only in stores, this check is 
particularly useful. 

Sales Journal and Debtors’ Ledger (Chart A, Entries 21; B, A/c 12) 


Unlike the purchase journal, it is necessary to post each individual claim, 
making the journal also a register of claims outward. The recording of cost 
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price, other than for primary product, and of quantity of primary product. 
has already been mentioned. (As the number of products increased, making 
columnar dissection on facing sheets unwieldy, it was found advantageous 
to keep individual quantity and selling price for each product in a separate 
record, for later posting to record of primary products.) Columnar totals 
at the end of each accounting period provide the basis for posting to control 
accounts. Selling price is dissected in columns according to type of sale 
(supplies, tools, by-products, etc.) and two columns are provided for recover- 
able expense claimed: This latter item will be considered after dealing with 
the receipts journal. 





CasH RECEIVED AND Paip 


Receipts Journal (Chart A, Entry No. 22) 

This journal is posted daily from dissections of the receiver’s statement. 
Receipts cover payments from debtors, and also such items as unclaimed 
wages (see Pay Analysis) and also “recovered expenditure” (other than 
claimed, already dissected in sales journal) such as telephone tolls (from 
public boxes provided, or trunk calls paid for), payments for lost equip- 
ment, and overpaid wages. In a few cases there may also be refunds from 
creditors overpaid, but this is abnormal. When “overpayments” (chiefly 
cancelled leave) occur, the matter of deductions for taxation, etc., may also 
be subject to adjustment. The net overpayments therefore cannot be taken 
direct to “Wages Clearing Account,” but are treated as “recovered expense.” 
Notification of the gross cancellation is made regularly per “credit charge 
sheet” similar to the normal debit summaries. (See regarding the gross over- 
payment under “Pay Analysis,” item 4 therein, and “Recoverable Expense,” 
item 5 therein, below. 


Recoverable and Recovered Expense (Chart B, A/cs 21-23) 


This account, mentioned several times, and appearing a mere seven times 
in the chart of journal entries, requires some further explanation, in order 
to see it as an entity. (Chart A, Entries 1, 6, 10, 11, 21, 22.) 

Information regarding expenditure to be recovered is gained from various 
sources. 


(1) Accounts paid, which are to be reimbursed by some other factory 
or business, are notified by the accounts section. (Entry No. 1.) (See below 
re expense vouchers for local procedure.) 

In the purchase journal the recoverable amounts will have been recorded 
to debit of Recoverable Expense, and credit of Creditors, in order to complete 
the creditors entries, but at the same time allow that all claims may be 
included in the sales journal. The credit in the latter when posted will 
normally clear this part of the account. (Entry No. 21.) 


(2) Wages and/or Salaries may be paid on behalf of some other organisa- 
tion, the payment having been made for convenience of employer and employee 
only. This information being shown on the pay summaries, it is recorded 
separately in the pay analysis journal, and so excluded from the gross wages 
to be costed. (Entry No. 6.) 


(3) Debits extracted in Manufacture Dissection. The local data from this 
source chiefly relates to wages paid and materials used in connection with 
help given by factory personnel on some building contract, charged out in 
order that total cost of the work will be covered by contractor. (Entry Nos. 
10 and 11, Deferred Nos.) 

The above three items are recorded in sales journal in the first of the two 
columns mentioned regarding recoverable expense, being expenses cleared by 
claim. They either do not concern the factory cost ledger, or have already 
been dealt with by that ledger. 
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(4) Any matters already costed, but now to be recovered. It may be 
determined after expenses have been cleared, or some maintenance work, etc., 
done in the factory, and originally coded to production cost, that this should 
be charged out for recovery. Any such items are recorded in the second 
column in sales journal for recoverable expense, being uncleared, in order 
that they may be noted separately from the “cleared’”’ items, and checked 
against factory cost ledger journal entry clearing out such costs from pro- 
duction. (Entry No. 9, Manufacture “Suspense” A/cs.) 

(5) Overpayments of Wages. This may arise owing to mis-statement of 
age of a junior, or be due to recreation leave having been postponed after the 
advance payment has been drawn from the bank. In such a case, gross wages 
will have been included in pay analysis, and net repayment included in 
receipts. All deductions will have to be cancelled, as wages will be drawn 
and deductions allowed for in the normal pay period later. This credit of 
wages, net amount, from credit charge sheet, will possibly show a small 
balance at end of period, actual rebanking not being done until the week 
following end of period. (Entry No. 22, Clearing Part Entry No. 6.) 

(6) Telephone Tolls, and other Cash Repayments. These cash receipts, 
not requiring any claims, must be notified to factory cost ledger each period, 
in order to be credited to production cost, and cleared from this account. 
(Entry No. 22.) 


Deferred Clearances (Chart B, A/cs 29, and 21-23) 

Both Unclaimed Wages, and Recoverable Expense Accounts are certainly 
clearing accounts, but the clearance is “deferred” in that they do not clear 
out each accounting period. A total of the amounts still unclaimed by 
employees at end of accounting period can readily be ascertained and checked 
against ledger balance. Recoverable expense normally will show a balance 
representing (1) amounts shown under item three in Recoverable Expense 
comments, the information having been ascertained after the end of the period 
and so claimed and recorded in sales in the next period, and (2) over- 
payments notified but not rebanked until after the end of the period. 

A third possibility can arise owing to an error of “omission,” viz., over- 
payment rebanked but notification omitted from pay advices—no, it shall not 
be withdrawn; it is necessary to recognise the possibility, even though all 
paymasters from henceforth condemn me. 

Provided data from the various sources as listed are maintained in 
separate columns in the Ledger Account, and credit entries similarly treated, 
related debits and credits may be checked, and balances will be readily 
ascertained by reference to subsidiary records. Items one and two (recover- 
able expense) should always clear, and the amount short claimed’ for the 
period should be represented by item three total. Provided all data has been 
included by the factory cost ledger as notified, items four and six should 
always clear. The balance outstanding in item five will most likely be the 
first amount of overpayments shown on receipts dissection in the next period. 


Expenditure Journal (Chart A, Entry No. 23) 

Apart from capital items, which are not included in the chart of journal 
entries, and the write-off of plant and stock (which, from their nature, are 
straight out entries), the only item to consider before the annual closing en- 
tries are mentioned, is the matter of expenditure. This does not include the 
drawings from the Bank Imprest Account, but does include the reimburse- 
ment thereof. It covers. payments out of general funds, or specific ear- 
marked accounts for special purposes, if such are in existence. 

Payments are made to Trade Creditors, the Bank Imprest Account above- 
mentioned, Petty Cash (treated as a creditor through an expense voucher 
posting in local practice), and also to Taxation Department, Registrar of 
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Inscribed Stock, Local Court (garnishee orders, if any), Superannuation, 
and—need we go into more details on the question of deductions from pay ?— 
ask any paymaster and he'll tell you. 

The question of “buying variance” has already been mentioned under 
“Debits to Manufacture.” The difference between recorded and actual 
prices (apart from obvious miscalculations of extensions, the subject of 
adjusting stores invoices) is shown on each account paid, and a dissection 
summary thereof maintained for cost details, as already mentioned. These 
differences are primarily due to use of standards, but also take care of 
discounts and odd pence (under an allowed percentage or amount). To the 
creditors ledger is posted the recorded price (i.e., cash payment plus or 
minus buying variance), thereby clearing that record, and, in due course, to 
“Creditors Control Account.” The expenditure journal is similarly posted 
to balance the entry. (See Posting 23 for expenditure journal entry, and 
Posting 13 for take up of variance.) 





GENERAL 
Expense Vouchers 


To avoid the problem of extensive columnar dissection in the expenditure 
journal of various expense payments (for which there never are enough 
columns, and for which extra information always seems to be required) an 
expense voucher is made out for all payments not covered by either a stores 
invoice or a pay summary. Wherever possible, expenses are anticipated, and 
the voucher is recorded in the period to which it relates, in place of the later 
period in which it is paid. Examples are—electricity and gas (actual amount 
known within a few days of end of period), water (estimate based on meter 
readings, at unit charge) and other regularly recurring items. These 
vouchers may be coded and dissected as required by factory cost ledger, and 
provide a more informative record than is possible with cash dissection sheets. 
Except for one or two provisions of an unusual nature, which may be made in 
anticipation by the factory cost ‘ledger, the problem of “accrued expense” is 
overcome, simplifying reconciliation, and stopping that bugbear of numerous 
reversing journal entries (in the new year particularly). However, further 
discussion on this subject will lead us into details, and would take us into 
the whole matter of payment of accounts, and their relation to factory costing. 

Herein we are only concerned with the matter of ledger reconciliation and, 
incidentally, the dissection journals. Complications in these journals are 
reduced by use of expense vouchers, in that only one total of outside expense 
te be costed is necessary in the purchase journal, and all payments to 
creditors are covered by one total in the expenditure journal. 

In “all cases where the expenditure is a recoverable item, the expense 
voucher is thus marked, and, instead of being delivered to the factory cost 
ledger for analysis, such voquchers go to the debtors ledger (after recording 
as purchases, and posting to creditors ledger). 


Annual Accounts 

These present no difficulty under the system herein discussed. The Manu- 
facture Reconciliation Account columnar totals will provide the summarised 
data for the annual statement of manufacture and cost of production. 
Details of individual expense accounts are readily obtained, particularly if 
a cumulative total of debits hag been maintained, although the accounts are 
transferred out each period. 

Alternatively, the postings to the Reconciliation Account may be reversed 
in total, and a new set of accounts built up from the details therefore re-opened. 
The only advantage that this gives is that the Trading Account can be 
provided as part of the ledger, bringing forward balance of production in 
manufacture accounts, and then including stock at beginning of the year 
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(balance of ledger account, after reversing debits from the Manufacture 
Reconciliation Account, and credits out to cost of goods sold) and carrying 
forward stock at end. Otherwise, Trading Account will include only actual 
sales, omitting the build up. 

However, the cost of production sold, as per Cost of Goods Sold Account, 
can be readily reconciled with manufacture balance by memorandum record 
within the Trading Account, and can easily be proved. 

The Profit and Loss Account should require no comment. Posting No. 26 
shows a direct posting from Sales and Cost of Goods Sold, to Profit and Loss 
Account, assuming clearing through the Trading Account, before extraneous 
items of profit or loss are taken direct to Profit and Loss Account. Pro- 
duction sales will be dealt with distinct from sales of supplies, according to 
local requirements of annual statements, but in all cases normal profit should 
appear distinct from non-manufacturing profit. 

One item, not shown in chart, but which should be remembered, is the 
question of depreciation on buildings and plant not in use. This is not part 
of the cost of producing products made in other buildings and with other 
plant, but at the same time it must be recorded, in order to write down fixed 
assets during their normal life. It is necessary to treat this as a direct charge 
to profit in each accounting period. 


Capital Accounts 

Capital accounts have not been included in either chart, and the annual 
accounts have been omitted from the second, as the object has been to 
concentrate upon the regular monthly, or accounting period, accounts and 
postings. The question of capital has not yet been dealt with, but a few 
brief notes are made below. 

Interfactory transfers of plant within the organisation, and transfers of 
charges therefor, and also direct charges from central office for new plant, 
will be covered briefly. While regular accounting work is common to most 
organisations, there are many matters of internal policy regarding charge, or 
non-charge to branches, for plant, and the like, which render general notes, 
unless very brief, somewhat difficult. The assumption must be, then, that 
the factory is one of several branches, having a capital liability to the central 
office for all plant held, but for which cash payment is not made by the 
branch. Any transfer of plant between factories varies the individual capital 
liability, and this must be reflected by transferring entries. 

The matter of the “Head Office Reconciliation Account” is dealt with fully 
in textbooks. This matter will not concern many independent factories in the 
same manner as the ordinary ledger accounts dealt with herein. Possilile 
Clearing Accounts to cover capital charges are listed hereunder. Elaboration 
should not be necessary to recognise their import. 

(1) Plant and Machinery Clearing Account. This account may possibly 
be necessary pending clear identification of the charge against plant received, 
before the account for “Creditors, Plant” can be cleared. Direct posting is 
made whenever possible, and credit made to current account of the *sister” 
factory, or central office. The maintaining of separate accounts until the end 
of the year (when all may be embodied in “capital”) allows simple audit 
check of corresponding balances in each ledger. 

(2) Capital Adjustment Suspense. Due to query on either price or 
quantity, or possibly charge to wrong factory (and pending reversal or 
adjustment), matters requiring adjustment should nevertheless be brought 
to account, in order that contra entries between branches may cancel out. In 
some cases, charge may not be covered by Plant in Factory, but may be (3) 
Plant in Transit. If this can be ascertained, then, pending delivery, the 
amount may be recorded to debit of Plant in Transit. 
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(4) Buildings and Works Clearing Account. It may be that a total charge 
for a contract is made, covering certain work, but until some details of cost 
of items—or allocation of some installation costs in a new factory—it is 
difficult to record the split up of the total in the fixed assets records. Pending 
dissection and posting a Clearing Account is advisable, in order to keep to 
the principle that Control Account is only posted when subsidiary ledger 
has been posted. When no previous record of the works has been made, this 
account fills the same sort of position as the Purchases Clearing, pending 
ledger posting. 

(5) Disposals—Plant Transferred (or sold). This account is similar to 
the Goods Sold clearing account, pending posting by plant ledger. 


Conclusion 


In the course of these notes an attempt has been made to cover all normal 
postings to major accounts in the control ledger. There may be some over- 
looked, applicable to some particular factories, but, whilst enquiries are 
welcomed, it is thought that the general principles have been dealt with 
sufficiently to allow for modifications as required in any particular case. In 
case someone says “Sales Tax,” this can possibly best be dealt with by 
columnar dissection in clearing accounts affected. 

Except for some comments on the “Expense Voucher,” little has been 
said regarding original sources of entry, discussion having commenced from 
the posting of the dissection journals and subsidiary ledger control records. 
However, it must be remembered that the accuracy of the accounting depends 
not only upon office control of wages, nicely checked by actual cash amounts, 
but also upon the control of recording by the main store receiving and for- 
warding goods, not so readily tallied with cash at a quick check. There is 
possibly more scope for error here than in most other phases of accounting. 

A continuous physical internal audit of stores, and a check at every possible 
stage of -the accuracy of .quantities and prices, is essential. Otherwise, 
although the values recorded in reciprocal ledgers may agree,» and the 
Clearing Accounts may “clear,” many things may not be as they seem. This 
only illustrates that Clearing Accounts have their uses, and serve an important 
purpose, but they also have their limitations. They act in parts, and provide 
a useful adjunct to the internal audit. They cannot replace, but will show 
many “short cuts” in reconciling balances. 

It is recognised that several may desire fuller details on some points dealt 
with herein. Provided the information desired is of sufficient general interest, 
it is possible that elaboration, or clarification, may be made at a later date, 
on request through, and approval by, the Editor. 

Following a dictum learned when studying (from the various accounting 
problems in bookkeeping), neither the type of factory nor the product has 
been mentioned, in order to show that the system outlined is applicable to 
any factory: it is not just a special system for only one particular factory or 
product, but is suitable for any factory maintaining several interlocking 
ledgers. Of course, the methods of original recording may necessitate modi- 
fications, but this will not alter the basic principles. 

The order of entries in the chart of, journal entries and of accoynts has 
been designed primarily to show the flow of recording work from the original 
purchase to the final sale and profit on sales. It is not claimed to be the 
most suitable order of accounts within the ledger itself, which are more 
usefully set out, at least approximately, in the order in which the balance 
sheet and annual statements are made out in the particular business concerned. 
However, in this matter you are again referred to the article mentioned in 
the opening paragraph of this article. 
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Accountant, 
August, 1944 Balance Sheet Accounts 
272 Data Recorded : Ma 
No. for making — 
7 Capital and Stocks and 1 
Personal A/cs. Funds A/cs. 
— ws 
1 Creditors— Creditors 
Purchase lists 
2 | Plant and Stock PLANT j 
3 Invoices received PPLIES 
4 Plant Calculation Depreciation 
5 | Stock Requisitions Supplies b 
6 Pay—Wages and Accrued Wages Bank (drawings) i 
Salaries Summaries} ACCR’D W. (now pd.) 
Pay, Deductions 
Cost Distribution— _ PROD’ 
7 Expense Voucher PROD. 
8 Deprecn. Schedule CONST 
9 Recov. Exp. memo CNSTN 
10 Requisitions COST « 
11 Wage cards (indi 
12 Salary sheets (as < 
13 Variance Schedule each C) 
14 | Cost out— Constn. 
Compl. Work Ordr. COST 1 
15 | Plant made on Work PLANT 
Orders (or BUILDINGS) 
16 | Internal summarising Work in Progress | (All ab 
of details (from previous sum 
period) Prod 
Cons 
17 Cost out— WORK IN 
Production PROGRESS 
returns (carried forward) 
PRIMARY PRODCT, 
(quant. and value) 
18 | Stock debits to (quantity above) 
Store of production COMPONENTS 
BY-PRODUCTS 
{9 | Stock sales (qty. p.p. sold) 
requisitions— Components 
(cost price) By-Products 
20 | Sales records, and Primary Product | COST « 
Computed cost for (qty. and value) COST ¢ 
Primary Prdct. | 
ry 
21 | Debtors—advice of | DEBTORS Sales ( 
sales (sellin su 
es ( 8) } Supp 
22 Cash—Receiver’s Debtors FUNDS 
daily record 
23 | Cash—Expenditure | CREDITORS Funds 
summaries PAY, DEDUCTIONS; BANK (Imprest) | 
24 | Approvals to Supplies 
25 write off Plant, DEPRECN. 
el 
26 | Annual Clearance Profit (or LOSS) Cost G 
SALES 








DEBITS SHOWN IN FULL CAPITALS. Credits shown in 

















































































































RE OR PROOF OF SUBSIDIARY LEDGERS THROUGH CLEARING A/cs. 
Clearing Accounts 
: Manufacture 
and No. 
and Trading Stock and Manufacture 
\/cs. Deferred “‘Suspense”’ 
— 
REC’ABLE EXP. EXPENSE (outside) 1 
PURCHASES 
—~a———_— 
Purchases 2 
Purchases 3 
EXPENSE (deprecn) 4 
GOODS SOLD MATERIAL ISSUE,| 5 
ne 
ngs) REC’ABLE EXP. WAGES 6 
UNCLAIMED 
WAGES (now paid)} SALARIES 
PRODTN. WAGES 
PROD. MATERIAL Expense (outside) 7 
CONSTN. WAGES | Expense (deprecn.) 8 
CNSTN. MATERIAL j RECOV. EXP. 9 
COST OF PRODTN.} REC. EXP.) to Material Issue 10 
(indirects) REC. EXP. f claim Wages ll 
(as applicable for | PRICE FLUCTUA- | Salaries 12 
each Clearing a/c.) TION SUSP. Buying Variance 13 
Constn. Wage & Mtl. | PLANT, INSTALLN.| Manufacture 14 
COST PDN. (MTCE.) Reconciliation 
Plant, Installation 15 
INGS) 
ogress | (All above accounts MANUFACTURE 16 
ous summarised ) RECONCILIA- 
Production TION (INPUT) 
Construction 
SECONDARY Manufacture 17 
=SS OUTPUT Reconciliation 
ward) (Output) 
RDCT, 
value) 
ve) Secondary Output 18 
TS Secondary Output 
TS 
) ate 19 
GOODS SOLD 
(except Prim. Prod.) 
uct + COSTGOODS SOLD | Goods Sold 20 
e) COST GOODS SOLD 
i 
Sales (Products and | Recoverable Exp. Recoverable Exp. 21 
| supplies) (clearing above) (claimed) 
——l 
Unclaimed Wages Recoverable Exp. 22 
(received) (cash rects.) 

; BUYING VARNCE. 23 
st (Dr. or Cr.) 
—t__ 

STOCK WRTN. OFF 24 
CN. PLANT WRTN. OFF 25 
——" 
|| Cost Goods Sold Stock Written Off 26 
SALES Plant Written Off 
jetailé it Annual Accounts from first column. All other accounts should clear out regularly. 
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PRODUCTION 
(actually several 
accounts) 





EXPENSE (deprecn.) 
MATERIAL ISSUE 
WAGES CLG. 





SALARIES CLG. 
BUYING VARIANCE 
(14) 


(15) CONSTN. MATERIAL | 





(Dr. or Cr.) 


CONSTN. WAGES (transfd.) 


(16) Mftr. Reconciliation 





No. Account Inward Posting Outward Posting Balance. 
cy Creditors (1) Purchases, (23) FUNDS—paid, Cr. 
Expenses, etc. and VARIANCES 
2 PLANT (2) PURCHASES, (25) Written Off Dr. 
(15) PLANT, INSTALLN. *Disposals—Transfers 
3 | Depreciation (4) Expense Clg. (25) WRITTEN OFF Cr. 
, *DISPOSALS (Tfrs.) 
4 SUPPLIES (2) PURCHASES (5) Material Issue Dr. 
Goods Sold Cig. 
5 | BANK IMPREST—|FUNDS PAID IN, FOR DRAWING. (opening balce.) 
(6) Wages, Salaries (23) FUNDS—reimburse Dr. 
6 | Accrued Wages (6) Wages (due end period) | (6) BANK IMPREST Cr. 
(drawn for previous 
period) 
7. Pay Deductions (6) Wages, Salaries (23) FUNDS—paid. Cr. 
ry WORK IN a. (BALANCE FROM PREVIOUS PERIOD) 
PROGRESS (16) Mftr. Reconciliation j}(117) MFTR. RECONCILN. Dr. 
(bal. bt. fwd.) (bal. cd. fwd.) 
9. PRIMARY (17) MFTR. RECONCILN. |(20) Cost Goods Sold Dr. 
PRODUCT (quantity check from (quantity check from 
Store) Store) 
10 COMPONENTS (18) SEC’DARY OUTPUT |(19) Goods Sold Clg. Dr. 
(less reissues) 
ll BY-PRODUCTS (18) SEC’DARY OUTPUT |(19) Goods Sold Cig. Dr. 
CLEARING 
12 | DEBTORS (21) SALES (22) Funds—received Dr. 
13 | FUNDS (ORIGINALLY PROVIDED FROM CAPITAL) 
(22) DEBTORS (23) Creditors Dr. 
UNCLAIMED WAGES Pay Deductions 
RECOVERABLE EXP. Bank Imprest 
(cash payments with- 
out claiming) 
14 | PRODUCTION (11) WAGES CLG. (16) Mftr. Reconciliation — 
WAGES 
15 | PRODUCTION (10) MATERIAL ISSUE (16) Mftr. Reconciliation —_ 
MATERIAL (13) BUYING VARIANCE 
PRICE FLUCTUATN. }Dr. or Cr. as applicable 
SUSPENSE 
16 |CONSTRUCTION /|(11) WAGES CLG. (14) Cost Prodn. (Mtce.) — 
WAGES (14) Mftr. Reconciliation 
17 |CONSTRUCTION /|(10) MATERIAL ISSUE (14) Cost Prodn. (Mtce.) — 
MATERIAL Mftr. Reconciliation 
18 COST OF (7) EXPENSE (outside) (9) Recoverable Exp. —_ 








Accounts approximately in order of first appearance on Journal Chart reading down. 
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Account Inward Posting Outward Posting Balance 

COST GOODS (20) GOODS SOLD CLG. @ | (cleared at end of year to Dr. 
SOLD (for Supplies and P. & L. A/c. posting 26) 

Secondary Prod.) 
(20) PRIMARY PRODUCT 

Sales (21) Debtors (cleared as above end of year)| Cr. 

RECOVERABLE (1) CREDITORS (21) Debtors (1) Dr. 
EXPENSE (A) (6) BANK AND DEDNS. 

(11) WAGES CLG. 
(10) MATERIAL ISSUE 

Recoverable (21) Debtors (2) (9) COST OF PRODN. — 
Expense (B) (22) Funds (telephone, etc.) 

Recoverable (6) WAGES CLG. (22) Funds—(repaid excess Dr. 
Expense (C) (overpmts., reducing wages) 

gross wages as per 
pay sheets) 

EXPENSE (1) CREDITORS (7) Cost of -—- 
CLEARING (4) DEPRECIATION (8) Production 

PURCHASES (1) CREDITORS (2) Plant —— 
CLEARING (3) Supplies 

MATERIAL (5) SUPPLIES (10) Production Material _ 
ISSUE CLG. (Plant also cleared— Constn. Material 

Cr., occasionally) Cost of Production 
*Recoverable Expense 
WAGES CLG. (6) BANK, ACCRUALS (11) Production Wages — 
and DEDUCTIONS Construction Wages 
Cost of Production 
Recoverable Expense 

SALARIES CLG. (6) BANK IMPREST (12) Cost of Production — 

and DEDUCTIONS (salaries) 

Unclaimed Wages (22) Funds—received (6) BANK IMPREST Cr. 

(cash) 
PAY DEDUCTIONS 
(cheque posted) 

BUYING (23) CREDITORS less (13) Cost of Production — 

VARIANCE Funds paid. Price Fluctuation Sus- 
(may be excess pay- pense (if not to be 
ment also) taken at once into 

costs) 

PRICE (13) BUYING VARIANCE |(13) Production Material, Dr. 
FLUCTUATION (setting off overs and etc. or 
SUSPENSE unders from month to Cr. 

month, see notes) 

PLANT, INSTAL- (15) BUILDINGS — 
LATION CLG. /|(14) MFTR. RECONCILN. |(15) PLANT 

MANUFACTURE /|(16) PRODN. & CONSTN. |(17) Work in Progress — 
RECONCILIA- WAGES & MATL. (carried fwd.) 

TION COST OF PRODN. (14) Plant, Installation 

WORK IN PROGRESS |(17) Secondary Output 
(brought fwd.) (17) Primary Product 

SECONDARY (17) MFTR. RECONCILN. |(18) Components — 
OUTPUT (18) By-Products 

GOODS SOLD (20) Cost Goods Sold (5) SUPPLIES —_ 
CLEARING (19) COMPONENTS 

(19) BY-PRODUCTS 











Note: DEBIT ENTRIES IN CAPITALS, Credit in small. 
Normal balance end of period shown as Dr. (Debit), Cr. (Credit) and — (Nil)—#.c., “Cleared out.” 


— 
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Taxation Section 
Edited by J. A. L. Gunn, F.1.c.a. 


DIstTRIBUTIONS BY Private COMPANIES SuBJECT TO SEcTION 107 REBATE 

Many private companies refrain from distributing their profits until the 
period prescribed by Division 7 has expired, i.e., six months after the close 
of the year of income in the case of a resident company and nine months 
thereafter in the case of a non-resident company. As a consequence the 
company suffers private company tax on the “undistributed amount” as 
defined. The company is then entitled to distribute the whole or portion of 
that undistributed amount to the shareholders in terms of s. 107 so as to 
secure for them the rebate provided by that section. The effect of this 
rebate is to exempt the dividend so paid from Commonwealth income tax, 
but in the case of a primary producer the dividend enters his “average table” 
and so increases his rate of tax of the next succeeding four years. 

In many instances the motive for adopting the above procedure is to enable 
the company to obtain a deduction of the tax paid under Division 7 which 
may considerably reduce the “undistributed amount” of the year in which 
that tax is paid. 

The company’s motive is, however, beside the point. A private company 
suffers extremely heavy taxation, and it is common ground that if the 
deduction of private company tax paid is withdrawn some other concession 
should be inserted in its stead, so as to equalize as far as practicable the tax 
payable by individuals and partnerships on the one hand and private com- 
panies on the other. 

The object of the code contained in Division 7 is clear. A private company 
may distribute the whole or part of its distributable income within the 
prescribed period. To the extent that it does so distribute, the shareholders 
bear the tax on the actual dividend at their personal rates. To the extent 
that the company refrains from distributing, the company pays tax on the 
undistributed amount at the shareholders’ personal rates. Thus in either 
event the Commissioner receives his pound of flesh and the Commissioner 
should not, and so far as I am aware does not, seek to out-Shylock the 
misunderstood and ill-treated Merchant of Venice, by seeking a second pound 
of flesh by taxing a dividend paid out of profits which have borne private 
company tax in the hands of the shareholder. Unfortunately, however, by 
adopting perfectly sound and respectable accountancy procedure a company 
may have put itself in a position where it cannot make a distribution so as 
to ensure for its shareholders the rebate provided by s. 107. Alternatively, 
if it does make the attempt a second pound of flesh is forced on the Commis- 
sioner. This position may be brought about in many ways and the problem 
has been discussed from time to time in this Journal, but for the purpose 
of illustration I shall take the following extremely simple case. 

The Profit and Loss Appropriation Account of a private company consists 
of the following items: 

Amount which has 


Year ended borne tax under 
June 30 Division 7 
1939 Profit £3,000 Nil 
1940 Profit 7,000 £6,000 
1941 Profit 5,000 4,000 
1942 Loss 14,000 Nil 





Balance of account £1,000 


The accounts have been adopted by the shareholders. As a Profit and 
Loss Appropriation Account is involved, the Department would apply the 
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“last-in-first-out” method in “matching” the debit of £14,000 against the 
credits in the account, with the result that the whole of the profits off 1940 
and 1941 would disappear rendering it impossible to pay a dividend out of 
the sums of £6,000 and £4,000 in respect of which the company had paid 
tax — Division 7, so as to gain for the shareholders the rebate granted 
by s. : 

Although it is beside the point, I should say that I consider there is no 
legal authority to support the application of the “last-in-first-out” method in 
the above circumstances. I say this, notwithstanding the High Court decision 
in Bank of N.S.W.v. F.C. of T.; Commercial Banking Co. of Sydney Ltd. v. 
Same (1917), 23 C.L.R. 102. 

If the debit of £14,000 is to be apportioned, I consider that the proportionate 
method applied by the Commissioner in the case of a Reserve Account and 
approved by the High Court in Resch v. F.C. of T. (1942), 2 A.I.T.R. 231, 
should be adopted, with the following result: 


6,000 + 4,000 


15,000 


Thus only £667 (£10,000 — £9,333) would be available for distribution 
subject to the rebate provided by s. 107. 

It will be seen that under the above or any other method of apportionment 
(such as the last-in-first-out method) the s. 104 fund has been virtually 
destroyed. 

If the company had debited the loss of £14,000 to a separate account—for 
example, if it had adopted the practice of creating a separate account for 
the profits and losses of each and every year—then the whole of £10,000 
could have been distributed to the shareholders subject to the rebate provided 
by s. 107. 

It does seem absurd that the possibility of obtaining a ‘tax-free dividend 
is made to depend upon whether the company adopted the sane normal 
course of keeping a combined Profit and Loss Appropriation Account or 
whether it adopts the clumsy and somewhat silly course of keeping each 
year’s profit or loss in a separate account. 

Ironically, the Act allows the loss in the example to be “deducted from the 
income of future years. Yet, for the purpose of determining whether or not 
the s. 104 income is available for distribution the Commissioner feels impelled 
to apportion the loss against past years. 

The question now emerges—is the Commissioner in the above example 
forced to treat the 1940 and 1941 balances as having been extinguished or 
reduced by the 1942 loss? One school, including the elder statesmen and 
other sufferers from retrograde amnesia, would say that by debiting a loss 
against a profit the profit is automatically extinguished and the balance (in 
the case of the example, £1,000) is the only sum which remains in exsstence. 
The rest of the credits have gone for good. 

The opposing school, the youthful rationalisers, alias the progressive think- 
ers, would say that all the elements contained in the Profit and Loss Appro- 
priation Account remain intact, the sum of £1,000 representing merely the 
difference between the credit elements and the debit elements. 

As an old colonial bookkeeper I incline to the former view, but suffering 
from insobriety I find ample room—at least at times—for the latter view. 

If the latter view were accepted it would mean that the 1940 and 1941 
profits still remain in existence, and the sum of £10,000 could be distributed 
in terms of s. 107. The effect would be to decrease the 1940 and 1941 credit 
elements and turn the credit balance of £1,000 into a debit balance of £9,000, 
such sum being merely the difference between the new debit and credit ele- 
ments in the account. I am afraid, however, that this view could not gain 
sufficient acceptance in the accountancy profession without a purge of the 


of £14,000 = £9,333. 
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elder statesmen. The object of this article is to offer an alternative solution 
to this cruel and untidy course. 

Section 107 provides for the grant of a rebate where “dividends are paid 
wholly and exclusively out of any amounts” which have borne private com- 
pany tax. In view of the words quoted, the Commissioner considers that he 
is impelled to call on a company to demonstrate that it has, in fact, paid the 
dividend out of the income which has borne tax under Division 7 and its pre- 
decessors. If, for any reason, the Commissioner considers that the profits 
which have borne private company tax are not available for distribution he 
will deny the rebate in respect of any dividerid purporting to be paid out of 
those profits. Thus a second pound of flesh is forced on a well-gorged 
stomach. 

The suggested remedy is that s. 107 be amended to provide that the rebate 
shall apply to any dividend which is declared by the company to be “paid 
wholly and exclusively out of any amount or amounts” in respect of which 
the company has paid or is liable to pay private company tax to the extent 
to which that amount has or those amounts have not previously been dis- 
tributed and assessed in the ands of the shareholders subject to the rebate 
provided by s. 107 and its predecessors. 


The advantages of the proposed amendment are as follows: 


(1) It will greatly simplify the work of the Department. At present a 
highly skilled staff is engaged in examining exhaustively the accounts 
of private companies to ascertain whether or not the rebate provided 
by s. 107 should be allowed. 

(2) It is equitable. Once the Commissioner has received his pound of 
flesh under Division 7 he should not be forced to swallow a second 
pound of flesh in the form of a tax in the subsequent actual distribution 
of that income. 

(3) It will restore proper accounting practice. In many instances, the 
only way the present difficulties can be overcome.is by passing all sorts 
of queer and oftimes ridiculous entries. 

Any suggestion that has the triple merit of simplicity, equity and restora- 

tion of sound practice deserves careful consideration. 

The policing of the Companies Acts is not the Commissioner’s business. He 
should not have to concern himself with the vexed question of profits avail- 
able for dividend. If a company has paid private company tax on income, 
that income should be available for tax-free distribution to its shareholders, 
and any dividend purporting to be paid out of those profits should be deemed 
to have been paid out of those profits to the extent of the hitherto undis- 
tributed sum of those profits. 

All that is necessary is for the Commissioner and the company to keep 4 
record of sums which have borne private company tax and of distributions 
made thereout. Both parties will thus know exactly what is left for subse- 
quent distribution. Thus a very considerable amount of skilled labour will be 
saved by both parties. 

I see nothing amiss in declaring a s. 107 dividend purported to be made out 
of past profits which have borne private company tax and appropriating that 
dividend out of current profits. The Revenue would be well protected be- 
cause in calculating the “undistributed amount” of that current year the com- 
pany would not receive a deduction of the dividend so paid. 

The present impasse must end. Dividends totalling hundreds of thousands 
of pounds are at stake. To tax thrice or not so to tax—that is the question; 
whether it is nobler in the blood to suffer the slugs and arrows of an out- 
rageously but unwillingly over-gorged Commissioner, or to take up arms 
against a sea of trouble and by opposing end it. 
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TREATMENT OF CONCESSIONAL REBATES 


By new s. 160AM (1) it is provided, in effect, that the tax upon the income 
of the transition year shall be divided into two classes, viz. : 


(a) Tax attributable to salary or wages as defined by s. 221A, and 
(b) Tax attributable to other income if the amount thereof exceeds £50. 


The former is payable in one amount and should mostly be met by deduc- 
tions made at the. source during the quarter ended 30 June, 1944, The 
latter is payable in three instalments, vide s. 1OOAM. 

The Act itself is silent as to how the tax attributable to each class is to be 
calculated when a taxpayer is entitled to concessional rebates. Three methods 
were possible, viz.: (i) to set them off wholly against the tax attributable to 
salary or wages, (ii) to set them off wholly against tax upon other income 
and (iii) to apportion the rebates between each class of tax. (i) favours. the 
taxpayer, by reducing the “25%” tax to be paid in the first year and increas- 
ing the amount to be met by deferred instalments, (ii) has the reverse effect 
and operates to the advantage of the Treasury, while (iii) is more equitable 
but unnecessarily complex. 

The Commissioner has now ruled that (i) is to be applied and the rebates 
set off primarily against the tax upon salary or wages. The effect is illus- 
trated by the following example: 

Property 
Personal (Rents and 
Exertion mortgage 
(Salary) interest ) Total 
Taxable income .. .. .. .. £1,000 £500 £1,500 


ee ee eT * 99-0333d. 122-5333d. 
PD ay Se- ae 6.0060 £412 12 9 £255 5 7 £667 18 


= £667 18 











Less concessional rebates : 


ES eet ad bh. be 66 oe #0 £100 
a rer mee 75 
Medical and life assurance premiums 75 


£250 at 99-0333d. = 103 3 


£564 15 
Less 75% rebate .. 423 11 


Net tax payable .. £141 4 


9 
0 
9 
3 
6 


— 


: 
N No Wh 


Gross tax .. 


gata lee! ag £255 $ 7 £667 18 
Less concessional rebates .. — 


_-— 103 3 





£255 5 7 £564 15 


Less 75% rebate .. 191 9 1 423 11 





£63 16 6 £141 4 
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Payable as follows: 


Durinc YEAR Enpinc June 30, 1945 
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1 
Tax applicable to salary .. . ‘ls £77 7 6 (1) 
First instalment, one- “third tax " applicable to (2) 
is 54 ber ve Oa ob es wae 21 5 6 
———-__ £98 13 0 
By tax instalment deductions 
April 1, 1944, to naaden 30,1944 £67 5 6 I 
By cash payment .. .. it 7 6 a ‘ 
£98 13 O the 
Durinc YEAR EnpING JuNE 30, 1946 rem 
Second instalment, one-third (as above) .. .. .. .. .. .. -. aus 6 : 
DuriInGc YEAR EnpING JUNE 30, 1947 a 
Third instalment, one-third (as above) .. .. .. .. .. .. .. 21 5 6 
£141 4 0 T 
—— Rev 
It may be inferred from the above ruling that the concessional rebates will of | 
be treated as applicable to income from employment for the purpose of cal- an 
ciflating the amount of provisional tax in any year. I 
Example : OF 
nies assessment in respect of income derived during year ended June yea 
30, 194 | 
Personal Property oy 
exertion (rents) Total the 
eee cor 
Income from business 200 £1,000 £200 £1,200 to 
Rate... .. .. 2... .. 9051674. 112-84174. 7 
i ea we Ma ae £377 3 1 £94 0 8 £471 3 9 a 
= £471 4 0 
Less concessional rebates: ta? 
eee a pe 
Only child . sis ail pope are ae 75 wi 
Life assurance premiums nes tee oes 50 wi 
eee eee 25 du 
ate we 
£250 tic 
== m: 
NS ee eae ee 4 6 0 po 
. £376 18 0 re 
Less provisional tax paid for 1944-1945, say .. .. .. .. .. 160 O 0 th 
—__——- hi 
£216 18 0 
Add provisional tax payable for 1945-46: al 
Personal exertion: £200 (business a la 
at 90°5167d. (as above) .. . £ 


Rua 
© 00 
oN 
~ 


Property: £200 at 112°8417d. (as above) . 
169 9 0 or 


Amount payable .. 


« 


~ id 
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Payment during year ended June 30, 1946, would be effected as follows: 
(1) Group certificate apie July 1 1, 1944, 

eo .. -- £24819 O 

TEES. 64s se sa ce ct ie Ee SS 

















































£386 7 O 


FAMILY PARTNERSHIPS 


In his last Annual Report, the Commissioner of Taxation drew attention 
.to the fact that s. 94 has proved to be defective. 

So far as the writer is concerned, it is hoped that the defects revealed by 
the recent decisions of the High Court and the Board of Review will soon be 
remedied, and that they will be remedied in an equitable manner. 

In the hope of finding such a remedy, readers are invited to submit sug- 
gestions for publication in this Journal. The first of such suggestions ap- 
pears in an article by “Claudius” in this issue. 


f=.) 


TaxATION DECISIONS OF THE BoarD OF REVIEW 
The following is a summary of decisions recently given by the Board of 
Review in matters of general interest. The sections referred to are those 
of the Commonwealth Income Tax Assessment Act, except where there is 
an indication to the contrary : 


VALIDITY OF AMENDED ASSESSMENT—MISTAKE OF FACT 
OR LAW—Section 170(3). Prior to the assessment of his income for the 
a year ended June 30, 1940, the taxpayer, a primary producer, made a full and 
true disclosure to the Commissioner of all the material fa¢ts necessary for 
his assessment. In making the assessment, the assessor omitted to apply 
the averaging provisions (the application of which to prynary producers is 
continued by Section 157(1) ). The assessment was subsequently amended 
to apply the averaging provisions. 

Held (by majority) that the amendment was not authorised since it was 
not made to correct an error in calculation or a mistake of fact. : 

The Commissioner has appealed to the High Court against this decision. ; 


PRIVATE EXPENSES—ENTERTAINMENT EXPENSES. The 


taxpayer was a company director who devoted most of his time to the 
performance of the duties of an important honorary position associated 
with war-time precautions. The company continued to pay him his salary 
while he was engaged. He contended that certain expenses incurred by him 
during the year ended June 30, 1942, in the entertainment of other voluntary 
workers should be allowed as a deduction because he was in the same posi- 
tion as if he had obtained a reimbursement of the expenses and had then 
made a gift of the amount involved to the Commonwealth for defence pur- 
poses: Section 78(1) (a) (ix). 

He also claimed a deduction in respect of extra expenses to which (as the 
result of his honorary work) he was put in carrying out his duties as director, 
the expenses being the cost of lunches and dinners to persons with whom 
his company conducted business. 

) Both claims were disallowed, the former because the expenditure was not 
allowable under Section 78(1) (a) (ix) or any other provision and the 
latter because the expenditure was of a private nature—Section 51(1). 


PRIVATE COMPANY—WHETHER TAX UNDER SECTION 
104 INCLUDES SHAREHOLDERS’ WAR TAX. The tax assessed to a 
company included the additional war tax which would have been payable by 
its shareholders if the undistributed amount had been paid to them as a 
dividend. It was claimed that the assessment was to that extent excessive, 
one of the grounds being that war tax is not payable by a company. 
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In disallowing the claim the Board pointed out that the assessment also 
took into account the statutory exemption allowable to individuals but not 
to companies—Sections 104, 160F, 160J. 


ROYALTIES. During the five years ended June 30, 1935, an Australian 
company made certain payments to the taxpayer (an overseas corporation) 
for a licence to manufacture and sell a certain class of produce under a 
trade name owned by the taxpayer and registered in Australia. The amounts 
of the payments (as agreed upon and made) were a certain percentage of 
the sale prices charged by the Australian company to its customers for the 
product. ’ 

Held that the amounts in question were not commissions (as claimed) but 
were “royalties” subject to the “further tax on income from property” im 
posed by. the Income Tax Acts in force for the relevant years. 


WAR-TIME (COMPANY) TAX 


Charges for Services Rendered: An oversea company specialised in the 
manufacture of a particular product under a certain trade name. An Aus- 
tralian retailer secured the right to manufacture and market the product 
locally. All particulars, including patterns and specifications (but not 
materials), necessary for the manufacture were, from time to time, supplied 
by the oversea company in consideration of a payment in respect of every 
Australian sale of the locally made product. 

The oversea company, which was evidently regarded by the Commis- 
sioner as a company in which little or no capital was required, claimed that 
the payments were not royalties but were in the nature of commissions, fees 
or charges for services rendered and therefore exempt from tax: Section 
14(d). : 

Held that the payments were not royalties or commissions but were 
charges for services rendered. The claim was therefore upheld. As, how- 
ever, the oversea company was engaged in a large business and had a large 
capital, the Board did not consider that it was a company in which little or 


no capital was required: see Incorporated Interests Pty. Ltd. v. F.C. of T., 
(1943) 67 C.L.R. 508; 7 A.T.D. 262; 2.A.1.T.R. 478. 


Capital Employed: A company was incorporated in 1938 and took over the 
business and assets of another company. It incurred various costs which 
were described as “preliminary expenses” and written off in the year ended 
June 30, 1940. The company claimed that the amounts involved should, by 
virtue of Section 24(1) (d) and (2) (d), be included in the amounts to be 
added in the calculation of capital employed by the company in the year ended 
June 30, 1941. The items in question were as under: 


(a) Stamp Duty on agreements for purchase; accountant’s fees for inves- 
tigation, value of goodwill, etc.; solicitor’s costs for drawing up con- 
tracts, registration of transfers, etc.; valuation fees and other expen- 
diture associated with the acquisition of the old company’s assets. 


(b) Value of stocks of Memorandum, etc., of Association and Share Cer- 
tificate Forms. 


(c) Costs of registration of company. 

(d) Expenses in connection with manager’s service agreement for short 
term. 

(e) Fees for listing shares on Stock Exchange. 

(f) Brokerage, etc., in connection with the issue of the company’s shares. 


Held that the amounts involved in items (a) and (b) should be included 
in the calculation of capital employed, but not any of the other items. 
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dal PAY-ROLL TAX 


- not “Tool Money.” In many mines employment is not given to a miner unless 
he has provided himself with certain necessary tools. If employed, he re- 
ceived, in addition to the ordinary wages, a payment of so much per shift 
which is described as “tool money.” 
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er ) Held that tool money is “wages” within the meaning of the Act. 

unts 

e of NEW SOUTH WALES STATE INCOME TAX APPEALS 

the, Insurance—Loss in one State. A “resident” company carried on a life 

b assurance business throughout the Commonwealth. The profit from this 

= business was dealt with under Sections 156 to 162 of the Income Tax Man- 

= agement Act 1941. It also carried on general insurance in New South 
Wales and other States and the operations in one of these States showed a 
loss. 

The Commissioner assessed the company to tax in respect of the profits 
the without any allowance for the loss mentioned. The company claimed that 
\us- the taxable income from general insurance should be arrived at by taking 
luct into account the receipts and expenditure in every State. 
not Held that the effect of the relevant provisions—including Sections 21(1), 


lied 22(a), 56 and 59(1)—was to necessitate the upholding of the company’s 
oF claim. 


nae Private CoMPANY TAxX—APPLICATION OF s. 107 to DiviIpDENDS 
ces RECEIVED BY ONE COMPANY FROM ANOTHER 
ion In a case before the Board of Review the Department sought to collect tax 


a second time at shareholders’ rates upon portion of a dividend paid by Com- 
ere pany A to Company B out of profits upon which Company A had already 


w- paid tax under s. 104 of the Commonwealth Income Tax Assessment Act. 
rge The facts of the case were as under: 

or Company A had paid tax under s. 104 of the Commonwealth Income Tax 
Assessment Act upon its profits for a particular year, and out of the amount 


so taxed it paid a dividend of £622 during the year ended 30th June, 1941 
to Company B, which held all the shares in Company A. 








- The Commonwealth Ordinary tax payable by Company B for the year 
al ended 30th June, 1941, was calculated thus: 
by Dividend from ee ins: = aes 
.- Other income .. .. ate ca See 
e patechiaceeiaintaeedien 
Taxable income .. .. .. .. .. .. .. £1,149 0 O 
“ NS ae ee ea 
n- Less rebate under s. 107, viz. 
Tax if dividend of £622 included .. £22916 O 
‘i Tax if dividend of £622 excluded .. 105 8 O 
————— 124 8 O 
er ae ee ea eo 
rt ———— 
Company B had distributed to its shareholders during the year of income 
a dividend of £540 out of the amount of £622 above mentioned and the 
3. shareholders were allowed the rebate under s. 107 in their personal assess- 
d ments. There remained in Company B’s hands, however, an undistributed 







amount of £504 comprised as under: 
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Taxable income as previously . £1,149 O O 
Less— 
Federal Income Tax payable . £105 0 O 
Dividend paid . 540 0 0 
—_—— 645 0 0 
Undistributed amount .. £504 O O 


Tax was imposed upon this amount in accordance with s. 104, but without 
the allowance of any further rebate under s. 107. 
The Company (B) contended that the undistributed amount was comprised 
thus: 
Taxable income other than dividend .. £527 0 O 
Less Commonwealth Ordinary Income— 
Tax payable (s. 103 (3)) wholly 


applicable thereto .. .. .. 105 
£422 0 O 
Taxable income from dividend .. .. £622 
Less dividend paid wholly out of the 
a 
82 0 0 
£504 0 O 


Accordingly objection was lodged upon these grounds: 

(1) The Company is entitled to a rebate under s. 107 of the amount by 
which the present tax is increased by the inclusion in assessable income of 
dividends paid out of profits which have already borne Division 7 tax. 

(2) The term “income tax” used in Section 107 includes all tax assessed 
under this Act. 

(3) In calculating the additional tax payable under Section 104 regard 
should be paid to the fact that shareholders would have been entitled to the 
rebate under Section 107 had an actual distribution been made. 

Decision of the Board of Review. 

The following are extracts from the decision of the Board (Chairman, 
Mr. Gibson) : 

The primary claim is that in the assessment of the tax payable by it under 
Section 104 the taxpayer company is entitled under Section 107 to a rebate 
in respect of the amount of £82, representing the undistributed dividend 
income, and that the amount of the rebate is the amount by which the tax 
is increased by the inclusion of that income in the undistributed amount. 
The alternative claim (the allowance of which would have the same result) 
is that in the calculation of the tax payable under Section 104 a deduction 
should be made of the rebates to which the company’s shareholders would 
have been entitled under Section 107 (b) in respect of their shares of the 
amount of £82 if the undistributed amount had actually been paid to them 
as a dividend. 

The primary claim necessarily rests on the view that “income tax” in 
Section 107 is to be read as including the tax under Division 7. The latter 
tax is, of course, an income tax and Section 106 speaks of it as being payable 
upon a part of a company’s taxable income, but that does not necessarily 
mean that it is an income tax within the meaning of Section 107. “Income 
tax” is defined to mean “the income tax imposed as such by any Act as 
assessed under this Act.” The words “any Act,” in this definition, seem 
to mean, impliedly, “any Act other than this Act.” If so, the company’s 
claim should be rejected simply on the ground that no other Act (i.e., none 
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of the Taxing Acts) imposes the tax payable under Division 7 : the imposition 
(if any) must be read into the provisions of that Division—a point which 
might be of importance in relation to the first limb of Section 55 of the 
Constitution. 

In my opinion, however, the immediate context of the words “income tax,” 
in Section 107, supports the view that they were intended to apply only to 
the Income Tax imposed upon taxable income, i.e., upon the “assessable 
income” remaining after deducting all allowable deductions. The rebate is 
the amount by which the shareholders’ income tax is increased by the 
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out inclusion in his “assessable income” of dividends or amounts, etc. An 
4 assessment under Division 7 does not include anything in the assessable 
- income of the taxpayer concerned, but takes as its starting point a residue 


of the assessable income included in another (the ordinary) assessment of 

that taxpayer. It is not an assessment of income at all, but an assessment 

of tax on the basis of an insufficient distribution of income. If the rebate 
extends to tax under Division 7 the effect of the section is to achieve in a e 
roundabout way what could have been simply achieved by an exemption of 

the dividends and amounts which it describes. It undoubtedly does, in effect, 
exempt those dividends and amounts from ordinary income tax, and the 

fact that the exemption takes the form of a rebate might reasonably be 
regarded as an indication that the rebate is limited to that tax. 

A further point is that in another part of Division 7 (Section 103 (2) (f)) 
the meaning of the words “income tax” necessarily does not include tax 
under Division 7. On the other hand, Section 103 (3) indicates a legislative 
apprehension that the same words as there used might have been interpreted 
to include tax under Division 7, but for the specific exclusion of that tax. 


by Another point is that Section 46 also provides for rebates in respect of 
of dividends. It is limited to the assessments cf shareholders who are companies, 
and according to its terms it would have entitled the taxpayer company to 
ed exactly the same rebate as was actually allowed to it under Section 107 in 
its ordinary assessment. This makes it questionable whether Section 107 is 
rd at all applicable in the assessments of shareholders which are companies. F 
he A final point is that in my opinion there is no doubt whatever that, by virtue 


of Section 104 as affected by Section 107, the company’s alternative claim 
must be upheld. If so, the one company would be entitled to two rebates 4 
of the same amount in respect of the same dividend unless the view upon 
which the primary claim rests is wrong. In my opinion, Section 107 should 
not be interpreted as having this double effect if it is reasonably open (as I 


ne! have sought to show) to another interpretation. 
. My reasons for upholding the alternative claim may be briefly stated. 
. The tax for which the company is liable under Section i04 is “the aggregate 
- additional amount of tax which would have been payable by its shareholders 
) if the company had, on the last day of the year of income, paid the undistributed 
amount as a dividend to the shareholders who would have been entitled to 
id receive it.” If the undistributed amount had been so paid by the company 
- the assessable income of each of its shareholders would have included his ; 
a share of that amount and part of the share so included would have been an 


“amount in respect of a dividend” paid in such circumstances and from such 
" sources as to satisfy paragraph (b) and the succeeding provisions of Section 

107. Hence, each shareholder would have been entitled to a rebate of the 
amount by which his income tax would have been increased by the inclusion 
) in his assessable income of this “amount in respect of a dividend.” It follows 
y that his income tax to the extent of that increase would not have been payable 
by him in the event which Section 104 requires to be notionally assumed. 
As it would be absurd to hold that tax would have been payable which by 
virtue of the express provisions of the Act would not have been payable, the 
validity of the company’s claim is really beyond argument. 
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Mr. Hannan: In the present case the essential (indeed the sole) question 
is—What amount of tax would have been payable by the taxpayer’s share- 
holders if the amount involved had actually been distributed to them within 
the prescribed time? 

As stated by the Chairman, it is convenient to consider that the taxpayer’s 
shareholders are the two individuals mentioned by him. There can be no 





doubt that if the £622 had been wholly distributed between those persons ‘ 


on 30th June, 1941, each of them would have been entitled to a rebate under 
Section 107. Of the amount of £622, however, only £540 was distributed. 
As regards the balance the company has been assessed under Section 104 
without regard to the fact that, if the remaining £82 had been distributed 
between the individual shareholders, each of them would have been entitled 
to a rebate of the amount by which his income tax would have been increased 
as a result of such distribution. 

Thus, the tax which the company has been called upon to pay is not “the 
additional amount of tax” to which Section 104 refers, but something in 
excess of that amount. 

Mr. R. M. Lightband did not give reasons. 

The Board decided to uphold the third ground stated in the company’s 
notice of objection. 


: CREATION OF A PARTNERSHIP 


Where a partnership takes over an established business, or the owner of 
such a business admits a partner, an interval usually elapses between the com- 
mencing date of the partnership and the date of execution of the partnership 
agreement. This interval is principally due to the fact that the partnership 
usually takes over the assets and liabilities of the business, and an inevitable 
delay occurs in ascertaining the value of some of those assets and liabilities 
such as trading stock, creditors and debtors. 

In the above circumstances, the deed usually provides that the partnership 
shall commence from the agreed antecedent date. For income tax purposes, 
however, the income derived between such antecedent date and the date of 
execution of the agreement will be treated as having been derived by the 
previous owner of the business and not by the partnership, unless there is 
definite evidence that the partnership in fact existed before the execution 
of the deed. 

In Waddington v. O’Callaghan, 16 Tax Cas. 187, the appellant, who had 
for many years carried on, solely, a practice as solicitor, informed his son 
on December 31, 1928, that it was his intention to take him into partnership 
as from that date and on January 1, 1929, instructed another firm of 
solicitors, by letter, to draft a partnership deed. The deed, which was 
expressed to have effect as from, January 1, 1929, was executed on May 11, 
1929. 

No formal notice of the partnership was at any time given by advertise 
ment, circular or otherwise. No alteration of the name under which the 
practice was carried on, or in the business bank account, was made until 
after the date of the partnership deed. From December 31, 1928, the son 
was credited with the share of profits to which he was entitled under the 
partnership deed. 

The appellant appealed to the General Commissioners against an assess- 
ment to English Income Tax made upon him for the year 1929-30, con- 
tending that a partnership existed between himself and his son as from 
January 1, 1929. The Commissioners held that for Income Tax purposes 
the partnership commenced on May 11, 1929 (the date of the partnership 
deed). 

Held by the English High Court that the partnership constituted by the 


AUGUST | 












follc 








THE AUSTRALIAN ACCOUNTANT 287 
» deed commenced on the date of the deed and that there was no evidence 
before the Commissioners of the existence of a partnership before that date. 
The above decision of the English High Court has been applied in recent 
decisions of the Board of Review. 
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pi In order to overcome the above difficulty it is suggested that some or all 
ail of the following steps should be taken on or before the date of the commence- 
re ment of the partnership where the deed cannot be executed on or before 
ed that date: 
04 (1) A memorandum should be signed by the partners declaring that the 
red partnership will begin on the specified date and setting out in general 
led terms the main provisions of the agreement such as those relating to 
sed capital, sharing of profits, drawings, management, bank account, books 
of account, balance dates, distribution, etc. This memorandum could 
‘he be used as instructions for the solicitor entrusted with the preparation 
in of the deed. 


(2) The partnership should be registered under the Business Names Act, 
New South Wales, or the corresponding provisions of the other States. 

y’s (3) In particular, the partnership bank account should be opened on the 

: date of commencement and all arrangements completed for incoming 
partners to sign and endorse cheques as agreed. 

(4) Customers, creditors and business connections ‘should be notified to 
the extent appropriate to the circumstances. 





of (5) Steps should be taken to have partnership property transferred in the 
m- names of the partners. 

up (6) Partnership salaries and drawings should be paid from the commence- 
up ment of the partnership as agreed upon by the partners. 

ble (7) Partners should immediately commence their partnership duties. 

les (8) The books of account of the partnership should be opened forthwith. 


The object of the above-mentioned action is to establish beyond all doubt, 





7 and quite apart from the agreement, that the partnership actually began 5 
of on the agreed date so as to ensure that the partners will be properly assessed ‘ 
he on their share of the firm’s profits from its inception. 
.< : 
be VALUATION OF SHARES IN PRIVATE COMPANIES 
Some important points dealing with the valuation of shares in private 
ad companies have emerged from the recent decision by the High Court of 
on Australia (Williams, J.) in McCathie v. The Federal Commissioner of Taxa- 
ip tion (Estate Duty). (18 A.L.J., p. 21.) These may be summarised as 
of follows : 
“5 1. Whilst the value of shares must be calculated with reference to the 
; circumstances existing at the material date (in the above case, at 
“ date of death), it was in order to take into account the result of 
~ subsequent events to the extent that they relate to circumstances 
til existing at the material date. If subsequent to the material date, it is 
ws found that, for example, the pessimism or optimism which may have 
ne influenced the share valuation as at the material date, were not justified 
by subsequent results, the facts subsequently known may be taken 
“ as evidence in determining the value of the shares as at the material 
Me date. In other words, it should not be necessary to speculate when facts 
a. are known. For example, if in March, 1942, it appeared that Ruri- 
a tania might conquer Australia, and as a result of that fear, the value 
ip of shares was excessively depressed, but the fear did not materialize, 






it would not be in order to value the shares on the evidence of entirely 
wrong speculation, however well founded it might have been at the 
material date. 
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2. If, having regard to the services rendered by them to the company, 
the directors were paid excessive remuneration, and as a result depressed 
the return to the shareholders, the profits, for purposes of share valua- 
tion, should be adjusted to allow. for reasonable remuneration for 
management. If the company was not well managed, the high reward 
for management was not justified. If the shareholders are dissatisfied 
with the management by the directors, the shareholders can apply to 
the court for a winding up. 

3. His Honour appeared to be satisfied that in the case of a retail business 
of the class under review (women’s and children’s retail store, fashion 
goods, soft goods, household china, glass, and crockery, etc.), a return 
of 6% was reasonable. 





Contracts ADJUSTMENT REGULATION 
Reduction of amount payable under Deed of Separation 

Regulation 4 of the National Security (Contracts Adjustment) Regula- 
tions provides that, when a tribunal is satisfied that by reason of circumstances 
attributable to the war the performance of a contract has become unduly 
onerous, the tribunal may vary the terms of the contract. In Brown v. Brown 
and Union Trustee Co. of Aust. ((1944) 17 A.L.J. 388), the applicant 
applied for a reduction of the amount payable by him under a deed of 
separation, on the ground that the increase in Commonwealth income tax 
was a circumstance attributable to the war, and that owing to such increased 
taxation the performance of the agreement had become unduly onerous. 
Mansfield J. made an order reducing the amount payable under the deed. 


CHARITABLE TRUST 


The Will of Marion Campbell, deceased, directed the Trustees “with the 
consent and approval of the Hawera Borough Council to erect at a cost of 
not exceeding two thousand pounds (£2,000) in King Edward Park, Hawera, 
or elsewhere in the Borough of Hawera, to the memory of my late husband 
James Earnest Campbell a Peter Pan statue or monument somewhat after 
the style of the Peter Pan statue or monument in the Public Gardens at 
Oamaru, the actual style or design of the said intended statue or monument 
to be in the discretion of my trustees.” 

A case was stated for the determination by the Supreme Court, New 
Zealand, whether this direction was a bequest of property to be held on a 
charitable trust in New Zealand and was thus exempt from succession duties. 

It was held that a bequest by will of money to erect in a public park 
statuary tending to its beautification—a purpose beneficial to the community— 
is a charitable trust. The pronouncement by the donor that it is a tribute 
to the memory of a particular person does not cause such a gift to lose its 
“charitable” character. (Grant and: another v. Commissioner of Stamp 
Duties (1943 N.Z.L.R. 113.) 

Section 23 (j) (ii) of the Commonwealth Income Tax Assessment Act 
exempts from income tax the income of a fund established by will or invest- 
ment of trust for public charitable purposes. 
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Family Partnerships 
By “CLaupius” 
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= Section 94 of the Income Tax Assessment Act 1936-1943 reads as follows: 
fied “94 (1) When a partnership is so constituted or controlled, or its opera- 
y to tions are so conducted, that any partner has not the real and 
effective control and disposal of his share of the net income of 
ness the partnership, the Commissioner may assess the additional 
ee amount of tax that would be payable if the share of that partner, 
ure or of all such partners if more than one, 
(a) had been received by the partner who has the real and 
effective control of that share; or 
(b) had been divided between such other partners as have the 
real and effective control of that share in proportion to the 
extent to which, in the opinion of thé Commissioner, they 
ula- respectively have the real and effective control of that share, 
nces (as the case may be) and had been added to and included in his 
luly or their assessable income, and the partnership shall be liable to 
oi) pay the tax so assessed. 
-ant (2) Where the provisions of this section are applied to a share of the 
of net income of a partnership, that share shall not be included in 
os the assessable income of any partner. 
mo (3) For the purpose of this section, but without limiting its application, 
i a partner shall be deemed not to have the real or effective control 
; and disposal of any money received by him which is applied to 
meet the private or domestic obligations of any other partner.” 
the In the case of Robert Coldstream Partnership v. Commissioner of Taxation 
a 2 A.L.T.R. 572, Clause 22 of the partnership agreement provided as follows: 
era, “22 (a) As soon as each account has been taken pursuant to the provisions 
dnd of clause 20 hereof, tlie net profit (if any) shown by such account 
fter to have been earned after all proper deductions, allowances and 
; at payments during the period of such account shall be credited in 
ient the following manner : 
(i) in respect of the proportions due to the partners other than 
Jew the Managing Partner, seventy per centum of the share thereof 
na payable to each such partner shall be credited to her capital 
ies. account and shall not be withdrawn from the business and 
ark the remaining, thirty per centum shall be credited to the 
y— drawing account of such partner ; 
ute (ii) in respect of the proportion thereof due to the Managing 
- its Partner the same may at his absolute discretion be credited 
imp either to his capital account or to his drawing account or 
partly to each. 
Act Se ye ee ee et oe ee es 
est- (c) The Managing Partner may at any time and from time to time 


at his own absolute discretion, withdraw from the business the 
whole or any part of the sum then standing to the credit of his 
drawing account, but no other partner shall be entitled to call for 
or receive payment of the whole or any part of the sum to the 
credit of her drawing account except such as may from time to 
time be approved by the Managing Partner.” 


Latham, C.J., at page 574 held that “control” in Section 94 meant control 
of the whole of the share as well as the complete control of that share—this 
followed from the words — 






“the real and effective control” and not “a” or 
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“some” control. Also the reference to control was made to control of the 
net income and not to the capital, or dissolution, or management and control 
of the business. Seventy per cent. of the shares of the profits of the wife 
and daughters in the partnership must go to their respective Capital Accounts, 
Those partners did not have the real and effective control and disposal of 
their shares of the profits, as they were bound to allow their shares to be 
dealt with in a particular way. The Managing Partner had a degree of 
control over 30% of the shares of these partners—a power to veto—but this 
was not real and effective control, i.e., complete control. 

The learned Chief Justice, continuing, said that to justify the assessment 
the Commissioner must show that the Managing Partner alone had the real 
and effective control of the shares of the female partners. Power to manage 
the business cannot be said to be power to control their share of income. 
(Otherwise, it appears to the writer, shares of partnership income due to all 
sleeping partners could be assessed to the partnership under the Section.) 

The deficiencies of Section 94 have already been discussed in this Journal 
(September, 1943, p. 330, and March, 1944, p. 83). It is clear that the words 
“the real and effective control” in subsection (i) mean complete or substan- 
tially complete control of the shares of the other partners, ‘hence Section 94 
can be circumvented if the control is divided. Similarly it can be circum- 
vented if, as pointed out by the Chief Justice in connection with the control 
oves the 30% of the profits due to the female partners of the Robert 
Coldstream Partnership, the dominant partner’s control is one of veto. In 
such circumstances, this dominant partner cauld impose such conditions upon 
the granting of his consent to the withdrawal of profits as to constitute an 
almost complete control. 

It was also pointed out that subsection (3), which relates to the income 
of one partner being applied to méet the domestic or private obligations of 
another partner, cannot be applied where the first-named partner consents 
to the application of his share of the income to the domestic or private 
obligations of the second partner. 

The Income Tax laws of some of the States did not have these deficiencies 
as there are no constitutional impediments to the adoption of certain wording 
in the Acts concerned in those States. It was pointed out in the March, 1944, 
edition of the Journal at page 83, quoting the Annual Report of the Commis- 
sioner, that these difficulties were discussed in the case of Waterhouse and 
Another v. Deputy Federal Commissioner of Land Tax (S.A.) (1914) 17 
C.L.R. 665. This difficulty is apparent from the following quotation from 
Burton, J., on page 674: 

“The raison d’étre of the tax is the ownership of land. But the section 
is an attempt to impose the tax on persons who are not owners by saying 
they shall be ‘deemed to be’ owners. To say that a person shall be deemed 
to be the owner of land does not vest the ownership in him. The legislation 
may, no doubt, have mistakenly thought it did, and that the provision was 
therefore consistent with section 10. The attempted tax, then, fails as a 
tax because it lacks the one essential condition. But, not being a land tax, 
it plainly intends, even if the motive be the keeping up of revenue, to 
restrict the transfer of land in certain cases. This the Commonwealth has 
no constitutional power to do. In.that aspect the provision is invalid.” 
The constitutional difficulty has been overcome by providing that the 

partnership, and not the partners, are liable for the tax when Section 94 is 
applied. 

The Act requires amending to overcome four weaknesses, namely : 

1. The term “the real and effective control” is interpreted as meaning 
complete control of a partner’s share of the income, and the Act does not, 
therefore, provide for a case where the control is divided. 

















1e 


~ Yaw 


= BS evs ~~“ Ne FT 


- 


we 


1944 THE AUSTRALIAN ACCOUNTANT 








291 


2. A power to veto the withdrawal of profits due to one or more partners 
represents a divided control of that or those partners’ shares of the partner- 
ship profits. 

3. Subsection (3) cannot be applied where a partner consents to the 
application of his share of the profits to the domestic or private obligations 
of another partner. 

4. In the opinion of the Chairman of the Board of Review the section 
cannot be applied to a partnership constituted merely by the ownership of 
property. 

It is suggested that the first and second weaknesses can be overcome by 
amending paragraph (b) of subsection (1) to read: 

“(b) had been divided between the partners in proportion to the extent 
to which, in the opinion of the Commissioner, they respectively have 
control of the net income of the partnership.” 

The third difficulty could be overcome by the insertion of the words “with 

or without his consent” after the word “applied” in subsection (3). 

As to the fourth weakness it appears that the Chairman’s opinion is that 
a partnership whose only source of income is rent is constituted and controlled 
not by any partnership agreement, but solely by virtue of the joint ownership 
of the property, and also it does not conduct operations as required by 
Section 94. 

It is thought that the addition of a fourth subsection such as the following 
should overcome this and other weaknesses: 


“(4) The provisions of this Section shall be extended to partnerships and 
to persons in receipt of income jointly where, in the opinion of the 
Commissioner, the assets or the moneys used to purchase the assets 
producing the income were not contributed by the partners substan- 
tially in proportion to the manner in which they share the partnership 
net income.” 





National Security (Enemy Property) Regulations 
By C. L. S. Hewitt, B.cOM., A.1.C.A., A.C.A.A. 


An amendment to these Regulations stipulates that when any area ceases 
to be enemy territory or any person ceases to be an enemy subject, that 
area or that person shall for the purposes of the Regulations be treated as if, 
until such date as the Treasurer by order specifies, there had been no such 
cessation. 


National Security (Building Operations) Regulations 

Control over the erection of buildings has previously been exercised under 
Regulation 31 (4) of the National Security (Supplementary) Regulations. 
A new set of regulations has now been issued repealing the previous pro- 
vision and providing comprehensively for the regulation and control of 
building operations during the war. The object of the regulations is to 
provide this control with a view to ensuring that labour and materials will 
be available for the execution of works required for the defence of the 
Commonwealth and that building operations which are necessary for the 
efficient prosecution of the war are carried out in a manner suitable for that 
purpose. The regulations state that a person shall not without the consent 
in writing of the Minister for War Organisation of Industry commence or 
continue to carry out any building operation. Certain exceptions to this 
prohibition are specified in the regulations, including the erection, alteration 
or demolition upon any factory premises of any structure consisting solely of 
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equipment or machinery for the operations of the factory. The Minister 
is also given power to direct the carrying out of any building operation 
irrespective of any law or by-law which would otherwise prevent it. An 
application for consent to erect a building shall be in such form and contain 
such information as the Minister directs and he may in his absolute dis- 
cretion refuse to grant consent or may grant consent subject to such conditions 
or limitations as he thinks fit. 


National Security (Shipping Co-ordination) Regulations 


A new set of regulations embodying previous provisions contained in other 
regulations, including the National Security (Stevedoring Industry) Regu- 
lations and the National Security (Shipping Control) Regulations, has been 
issued. Provision is made for the appointment of a Director of Shipping, 
who shall be responsible for the direction and co-ordination of shipping. 


National Security (Prices) Regulations 

A declaration by the Minister for Trade and Customs has been issued 
declaring under the provisions of the National Security (Prices) Regu- 
lations all rights under agreements for the hiring of goods other than Hire 
Purchase Agreements. Prior to this, the only type of hiring that had been 
declared was the hiring of films. The Minister subsequently announced an 
amendment to the regulations, to enable charges for the hire of halls to be 
brought within the scope of the regulations. 


Review of National Security Regulations 

The Commonwealth Government has announced the appointment of a 
committee to review existing regulations issued under the National Security 
Act. The committee consists of: 

Mr. A. D. Fraser, M.H.R. (Chairman), Mr. David Maughan, K.C., and 
Dr. Frank Louat, barrister, both of Sydney, and Mr. J. V. Barry, K.C., of 


Melbourne. 
Mr. L. D. Lyons, of the Attorney-General’s Department, Canberra, acts 


as secretary. 
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